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for Chartered Accountants interested 


In every branch of The TORONTO-DOMINION 
Bank, you’ll find a banker who is interested 


and ready to serve you. 


He can often assist you in helping your clients to 
find the money to further their business develop- 
ment. This is just an example of how his broad 
experience can be of real value to you and 

your business associates. 


So drop in to see the manager of your nearest 
TORONTO-DOMINION Bank. Let him help 
you with all your banking transactions, both 
professional and personal. 


mt | ORONTO-DOMINION BANK 


THE BEST IN BANKING SERVICE 











WIRE TELETYPE / INTEGRATED DATA PROCESSING 
FOR EFFICIENT 
INTER-BRANCH OPERATIONS 


IDP is automation—today’s efficient method 
of integrating paper work between branches. At 
the heart of IDP is Private Wire Teletype—the 
communication system that makes time saving and 
money saving operations possible. 

You owe it to your business to investigate 
IDP and Private Wire Teletype—have our com- 
munications specialists show you how you can 
benefit in scores of ways. Call the telegraph 


office nearest you. 
= OTHER COMMUNICATIONS SERVICES 
Linked with Western Union Inquire about Facsimile Services 


for Canada-U.S.A. PW Service and Channels for Telemetering. 
P OAc 
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TEAMWORK LIFE UNDERWRITER 

LEGAL COUNSEL 
CORPORATE EXECUTOR 


IN Sooner or later all members of this 


am will be called on for advice 


te 

and counsel. 

Particular skill is required where a 
family business or a private company 


is concerned. 


National Trust Co. is always ready 
fp Pe to co-operate by drawing on a vast 

experience in practical estate adminis- 

tration. 

Our trust officers will be glad to 

contribute at any time to discussions 


on this important subject. 
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QUICK PICTURE: 


You will find, in our monthly on trade, industry and finance 
Commercial Letter, a quick but authoritative articles on special 
accurate survey of current com- aspects of Canada’s economy. 
mercial activities in Canada, a Your local manager will gladly 
concise review of foreign trade lace your name on our mailing 
developments, the latest statistics _list, or just write to: 
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HEAD OFFICE @ TORONTO 8-15 
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ARTHUR BEEDLE, C.A. 

An important service performed by 
many chartered accountants covers 
the preparation of financial state- 
ments where no audit has been made 
of the accounts. A bulletin on the 
subject was issued recently by the In- 
stitute of Chartered Accountants in 
England & Wales and a similar state- 
ment published some years ago by 
the American Institute of Account- 
ants. In Arthur Beedle’s article “The 
Chartered Accountant and the Un- 
audited Statement”, the author dis- 
cusses both the British and American 
viewpoints and expresses some con- 
cern that the profession in Canada 
has not taken a definite stand on the 
subject. 

Mr. Beedle is a partner of Chad- 
wick, Beacom & Co., New Westmin- 
ster, B.C. and a member of the Insti- 
tute of Chartered Accountants of Brit- 
ish Columbia. He graduated from 
the University of London, England, 
was admitted an Associate of the So- 
ciety of Incorporated Accountants in 
1946 and became a Fellow of the So- 
ciety in 1951. 


W. C. MacDONELL, C.A. 

. The second in the series of articles 
on grain accounting deals with the 
operations and activities at the coun- 
try elevator. There are approximately 
5,300 elevators of this type in Western 
Canada with a combined capacity of 
over 320,000,000 bushels and in “Ac- 
counting for Country Grain Ele- 
vators”, Walter MacDonell deals with 
the accounting procedures as well as 





the structure of administration. With 
no trained bookkeeping staff avail- 
able, all operations are subject to the 
rigid regulations of the Board of 
Grain Commissioners and the Cana- 
dian Wheat Board. The author sum- 
marizes his discussion by disclosing 
that the accounting problem is one of 
erratic volume, regulatory require- 
ments and geography rather than a 
highly technical operation. 


Mr. MacDonell has been controller 
of the Manitoba Pool Elevators of 
Winnipeg since 1950 after 15 years 
association with Millar, Macdonald & 
Co. His interests during that period 
involved special enquiry work for a 
committee of the House of Com- 
mons into the price of farm imple- 
ments and a three year study of rail- 
way freight rate cases for the Prov- 
inces of Manitoba and Saskatchewan. 
He has also acted as consulting ac- 
countant to the Municipal and Public 
Utility Board in connection with 
transportation rate cases. From 1945- 
50 Mr. MacDonell was councillor for 
the municipality of West Kildonan. 
He received his ‘certificate in charter- 
ed accountancy in 1941 and is a mem- 
ber of the Institute of Chartered Ac- 
counfants of Manitoba. 


W. H. BROUGHALL AND 
B. O. PARTRIDGE 

“Approach to Planning a Will” has 
a very pertinent moral for all those 
interested in estate planning. Any in- 
telligent approach to the subject en- 
tails close cooperation by the chart- 
ered accountant, the life insurance 
counsellor, the solicitor and the pro- 
fessional executor and trustee, accord- 
ing to W. H. Broughall and B. O. 
Partridge who believe that will plan- 
ning and estate planning are so close- 
ly bound together that it is often dif- 
ficult to distinguish one from the 


other. 
Continued on page 102 
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DIRECTORY 


@ a new look...... 


In cooperation with the University of Toronto Press we are publishing next 
November a directory of chartered accountants in Canada which will have a new 
look. The directory will comprise approximately 300 pages and will be cloth- 
bound in a hard cover, gold stamped on the face and spine. Each individual char- 
tered accountznt is being given the opportunity of compiling his own biographical 
entry and early completion of the data form is essential. 


@ a new service.... 


In addition to the alphabetical listings by Provinces, two new features 
have been introduced. Every firm of practising chartered accountants will be 
listed by towns and Provinces, together with the names of partners or principals. 
Thus you can see at a glance the firms which are practising in any locality. A 
third section will be indexed alphabetically for speedy reference. This will obviate 
the necessity of searching through more than one Provincial listing in order to find 
a required name. 


@ a new coverage.. 


This new Chartered Accountants’ Directory, apart from being indispensable 
to members of the profession, will be a useful reference to chartered banks in 
Canada and abroad, and to other organizations who work with chartered accoun- 
tants. The “new look” directory will provide a convenient, factual reference book 
at your fingertips. The price is $3 to members and $6 to others. Orders may be 
placed now. 


THE CANADIAN INSTITUTE 


OF CHARTERED ACCOUNTANTS 
TT Le COC Le 
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has EVERYTHING or YOUR OFFICE! 


You can have 
both hands free 
while phoning Gaietab ion 


cost of $1.95. Fully adjustable to the indi- 
vidual using it. 


TELE - REST 
phone shoulder 
cradle gives 


Basle: eh 


ee ee =) 


Office Supplies @ Printing @ Business Furniture 


33 Green Belt Dr., Don Mills, Toronto 
Call Hickory 4-6671 
Or visit our stores in Toronto 
and Hamilton 


a € 
REAL <Q ESTATE 


“ s 


LEADERS IN ALL PHASES 
OF REAL ESTATE 
BACKED BY OVER 

FORTY YEARS EXPERIENCE 


Sales Appraisals 


Mortgages Insurance 


Property Management 
Leasing 


“BOSLEY™ 


Somerset House, 27 Wellesley St. East 
TORONTO, ONT. 
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Mr. Partridge has been with the 
National Trust Company for 30 years 
and is administrative officer of the 
companys Trust Department. He 
has had 15 years experience in estate 
planning. 


Mr. Broughall was called to the 
Bar in 1939 and was formerly a part- 
ner in the legal firm of Johnston, 
Sheard and Johnston of Toronto. He 
joined the staff of National Trust 
Company in 1954 as a senior trust 
officer and has been active in the 
legal aspects of preparing trusts and 
wills for a number of years. 


J. H. GOUGH, C.A. 


Canadian Aviation Electronics 
Limited sales for the first year of op- 
eration amounted to $100,000. Eight 
vears later their sales had increased 
to over $15,000,000. In an expansion 
of this kind, company officials were 
faced with a problem which must 
often confront accountants in new 
and rapidly expanding companies, 
namely the demand by management 
for prompt and detailed information 
on the expense of each cost centre to- 
gether with comparisons between act- 
ual expenditure and the amount esti- 
mated in the budget. 


In “Streamlining the Preparation of 
Expense Statements” John Gough dis- 
cusses his company’s project which is 
a new type of combined expense 
ledger sheet and statement designed 
to give management the information 
required within as short a time as 


possible. Mr. Gough says that the 
system is adaptable to any company 
of medium size and requires no office 
equipment other than a photographic 
unit of which there are several types 
on the market. Posting, adding and 
balancing of the expense ledger and 
the preparation of the draft expense 


Continued on page 104 
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A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 


Brings together articles especially 
written to assist students preparing 
for their 1956 chartered account- 
ant examinations. 


@ Tells students how to plan a pre-exam 
review schedule. 


@ Makes specific suggestions on the 
proper approach to examination 
papers. 


Points out common weaknesses in 
candidates’ answers to some of the 
1955 questions. 


Comments on common examination 
expressions, such as “Discuss”, 
“Journal entries to record”, “Your 
computation of”, etc. 


Price 50c a copy 


Fill out this convenient form today and 
send with your remittance. 


The Canadian Institute 
of Chartered Accountants 


69 Bloor St. E., Toronto, Canada. 


Please send me. copies of 
“Chartered Accountant Examinations 
in Canada” for which I enclose $ 
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statements are done on an integrated 
manual basis which eliminates much 
duplication. The final statements are 
reproduced by a photographic-dupli- 
cating process. 

Mr. Gough is presently comptroller 
of Canadian Aviation Electronics 
Limited of Montreal. Following 
World War II he spent eight years 
with Price Waterhouse & Company 
in Montreal and has been a member 
of the Institute of Chartered Account- 
ants of Quebec since 1942. 


EDITORIAL 

In “About Tomorrow's Auditors” 
John F. Kidner pictures the wider 
horizons for the student auditor and 
says that many of those daily tasks 
which may seem vague and inconclu- 
sive to him at the time are vital links 
in the chain of control. No longer 
has the financial executive, because of 
the nature of his increasing responsi- 
bilities, the time to study all the day 
to day accounting and auditing rou- 
tines connected with his business. 
Even more stimulating to the student 
auditor is the fact that the experience 
he is building up for himself during 
this routine period will qualify him 
for still greater usefulness and event- 
ually lead to a top executive position. 

Comptroller of Canadian Oil Com- 
panies Limited, Mr. Kidner has serv- 
ed his company for 25 years, having 
held the positions of internal auditor 
and chief auditor. He is a charter 
member and past president of the 
Toronto Control, Controllers Institute 
of America and a member of the In- 
stitute of Internal Auditors. In 1930 
he obtained his certificate in charter- 
ed accountancy and is a member of 
the Institute of Chartered Account- 
ants of Ontario. 











Try them 
in your office... 
then decide 


The Burroughs Ten Key 


and Burroughs Director 


Now you can try a great new Burroughs 
adding-subtracting machine in your office, on 
your own work, at our expense! See for your- 
self those features that make big work loads 
melt fast—the self-repeating multiplication 
key and instant credit balances, for example. 


And remember, you can rely on Burroughs 
to offer business machines precision- 
engineered for the utmost in accuracy, coupled 
with the rugged dependability that means 
extra years of performance. Why not phone 
today for a demonstration without obligation? 
Our local branch office or dealer is listed 
in the Yellow Pages of your phone book. 


a ace TL Meola a 


BURROUGHS ADDING MACHINE OF CANADA, LIMITED. FACTORY AT WINDSOR, ONTARIO. 
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Article Competition Results 

The results of The Canadian Chart- 
ered Accountant article-writing com- 
petition will be announced at the 
C.I.C.A. annual conference in Sep- 
tember and winning entries will be 
published in the October and subse- 
quent issues. 


A New Research Bulletin 

The C.LC.A. Committee on Ac- 
counting and Auditing Research has 
now released its latest bulletin, No. 
12, dealing with the way in which 
loss-carry-over tax credits should be 
treated in financial statements. The 
bulletin, which will supersede Bul- 
letin No. 3 of June 1948, is repro- 
duced in full on pages 179-180 of this 


issue. 


Oil Accounting Book 

Later this month “Oil Accounting: 
Principles of Oil Exploration and 
Production Accounting in Canada”, 
which was written by Robert E. Wal- 
ler, C.A. under the sponsorship of the 
C.I.C.A. Committee on Accounting 
and Auditing Research, will be pub- 
lished by the University of Toronto 
Press. Copies of the book at $5.50 
each may be obtained direct from the 
University of Toronto Press. 


“ ~ American Institute Case Study 


A booklet describing a case study 
of a 150-bed hospital has just been 
published by the Committee on Au- 
diting Procedure of the American In- 
stitute of Accountants. The eleventh 
in a series of similar studies for vari- 
ous types of enterprises, it is avail- 





COMMENTS 


able at 50c a copy from the American 
Institute of Accountants, 270 Madison 
Ave., New York 16, N.Y. 


Accounting Hall of Fame 

A. C. Littleton, Ph.D., C.P.A., Pro- 
fessor Emeritus of the University of 
Illinois, has been elected to the Ac- 
counting Hall of Fame which Ohio 
University founded in 1950 to hon- 
our outstanding American account- 
ants. A past president and director 
of research of the American Account- 
ing Association, Mr. Littleton is well 
known as an author of accounting 
books and articles. 


Women Accountants Meet 

The American Society of Women 
Accountants, affiliated with the Ameri- 
can Women’s Society of C.P.A.’s, have 
invited the women accountants of 
Canada to attend their annual meet- 
ing in Seattle from September 19 to 
22. Information regarding the pro- 
gram and reservations may be ob- 
tained by writing to Mrs. Loraine 
Ealand, 2031 North Lincoln St., Bur- 
bank, Calif. 


Foreign Investment in Canada 
Because of the current desire to 
know more about the part which 
foreign capital is playing in Canada’s 
post-war growth, the Bank of Mont- 
real Business Review, May 25, 1956 
has summarized some of the high- 
lights of a recent official report “Can- 
ada’s International Investment Posi- 
tion 1926-54” published by the Do- 
minion Bureau of Statistics. In the 


last ten years external investment in 
Continued on page 108 
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Canada has almost doubled, rising 
from $7.6 billions in 1945 to $14.5 
billions in 1955. Most of the increase 
since 1950 has been by way of invest- 
ment in Canadian subsidiaries by 
non-resident controlling interests, 
with over 80% of it coming from resi- 
dents of the United States. 


Queen’s Economic Research Institute 


The Ford Foundation has granted 
Queen’s University $140,000 to fi- 
nance a major economic research in- 
stitute at the university for from three 
to five years. Researchers, principally 
professors of economics at Canadian 
universities, will work on projects 
deemed “likely to promote under- 
standing of the Canadian economy’. 
Director of the institute is Prof. F. A. 
Knox, formerly head of the Econom- 
ics and Political Science Department 
at Queen's. 


Returns and Reassessments 


According to a report published by 
CCH Canadian Limited, investiga- 
tors of the income tax division of the 
Department of National Revenue 
looked into the income tax returns of 
360,000 persons for the 1955-56 taxa- 
tion year, and produced an additional 
$70,500,000 in taxes. In the latest 
tax year, 4,985,128 persons filed in- 
come tax returns. According to CCH, 
612,000 of them failed to calculate 
their tax correctly. These mistakes 
were found in the first examination of 
returns. As a result of recalculation 
by the income tax department, the de- 
partment gained $12,000,000 in addi- 
tional taxes but returned $2.250,000 
to the 177,000 taxpayers who had 
made mistakes in favour of the gov- 
ernment. 


Accountants Analyzed 


Not long ago, reports The Control- 
ler of June 1956, a Florida psycholo- 


gist made a study of 34 people with 

accounting degrees and experience 

and compared them with 34 non-ac- 
counting executives. Here are his 
conclusions in summary: 

1. Accountants as a group differ from 
the general adult population in a 
number of aspects. They are very 
strong in the areas of intelligence, 
number facility and clerical skills. 


In personality structure, account- 

ants seem less physically active 

and socially aggressive than the 
non-accounting executives. 

3. The accountants are more serious, 
cautious in outlook and less im- 
pulsive in making decisions. 

4. The non-accounting group put 
more emphasis on dealing with 
and motivating people. They are 
more outgoing with a fairly high 
reserve of physical and mental en- 
ergy. 


bo 


Timely Taxes by Tabulation 


Hamilton is the first municipality 
in the Province of Ontario to adopt 
tabulating equipment for assessment 
and tax accounting. Assessors’ field 
books, assessment rolls and _ notices, 
and property tax bills are some of the 
records prepared with the use of tab- 
ulating equipment. Using this equip- 
ment, the city was able to get 92,500 
tax bills in the hands of the public 
approximately six weeks earlier than 
was possible by usage of other me- 
chanical equipment. 


Names in the News 

F. A. GrirFitus has been appointed 
to an advisory committee for the Van- 
couver office of The Mercantile 
Bank of Canada. 


Quotable Quotes 


The man who watches the clock 
will always be one of the hands. 


108 











Office Managers 
Recommen 


LUCKETT'S 
VISIBLE RECORDS 


n be seen 


20 to 30 accounts ca 


at a glance! 
filed visibly—not blin 


i he use of spe 

ffices are favoring the 
- sani ‘a Visible Records. Ideal oe 
oe records, payroll, cost records an y 


isible. 
be kept visible — 


ask YOUR DEALER FOR 6G TERLIN 


MADE IN CANADA 


Ose LEAF, LIMITED 
THE LUCKETT LOOSE 


WINNIPEG VANCOUVER 


p of one a ae 
9 
d-up systems of record keepin 
aan receivable and payable, 
others! Any office record can 


dly on to 
Because accounts are 


MONTREAL _- 


OIL ACCOUNTING 


Principles of Oil Exploration 
and Production Accounting in Canada 


ROBERT E. WALLER, C.A. 


This new Canadian book deals with the basic principles of oil industry accounting, with 
special reference to problems relating to exploration and development. 

Oil accounting practice still lacks a uniform pattern, and this volume sets forth the 
differing viewpoints and procedures from which the accountant must choose. The author 
demonstrates how oil accounting practices may. be made to conform to generally ac- 
cepted accounting principles, and at the same time gives careful consideration to those 
practical accounting decisions that cannot be so adapted. 

Waller’s OIL ACCOUNTING fills an accounting need that has grown as rapidly as the 
petroleum industry in Canada. The discussions of cost allocation, depletion and depre- 
ciation, income measurement, and statement disclosure, will attract the attention of 
specialist and non-specialist alike. Ready August 18. 


Price $5.50. 20% discount on purchases of six or more copies. 


Published for the Canadian Institute of Chartered Accountants 
by the University of Toronto Press. 
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LETTERS TO 


Toronto, June 12, 1956. 


RETENTION OF RECORDS 


Sir: I have read with interest the article by 
Mr. John A. Orr in the June issue of The 
Canadian Chartered Accountant dealing 
with records retention and destruction. The 
principles involved in records destruction 
are ably set forth in this article, but it is as 
difficult to apply these principles to an act- 
ual case as it is to translate theory into 
practice. 


I have discussed the problem as it per- 
tains to our own files with four practising 
accountants, and the result has been a run- 
ning “battle” that has gone on for almost 
a year. We would appreciate learning the 
view of other members of the Institute 
and/or the results of their experience in 
stripping files. 


We have examined the contents of a 
typical corporation file, monthly audit, with 
the following results: 


1. Unanimous agreement to keep perma- 
nently: 
Working sheets 
Copy of financial statements 
Fixed asset and depreciation schedules 
Analysis of provision for bad debts and 
bad debts written off 
Shareholders’ loans verifications 
Inventory summary, approved by a re- 
sponsible official 
Audit schedule 
Extracts from minutes of shareholders’ 
and directors’ meetings 
Provincial returns 
Income tax returns and notices of as- 
sessment 
Notes on the accounting system, discus- 
sions with the client, etc. 


THE EDITOR 


Correspondence 
List of vouchers not seen, approved by 
a responsible official. 


to 


Unanimous agreement to destroy at the 
end of three years: 

Monthly trial balances 

Post closing trial balances 

Adjusting and closing entries 


3. No agreement reached: 
Petty cash count or certificate 
Bank reconciliation 
Bank confirmation 
Aged accounts receivable list 
Replies to accounts receivable (nega- 
tive) verification 
Loans receivable (employees) verifica- 
tion 
Security deposit verification 
Accounts payable list and verification 
Insurance schedule 

Copy of inventory 

Analysis of various expense accounts. 

It is my opinion that all the items in the 
third classification can safely be destroyed 
at the end of seven years. With the ex- 
ception of the last item on the list the ac- 
curacy of the amounts shown on the finan- 
cial statements has been proved by subse- 
quent events. The income tax returns would 
have been long since assessed by the De- 
partment, and it is very unlikely that the 
expense account analyses would be used. 

There is also unanimous agreement that 
stripped files should be placed in folders 


covering five year periods. 
A. Tostas, C.A. 


We would like to encourage readers 
to send along more letters on matters of 
interest to the profession. Your comments 
are always welcome. Ed. 
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Capital for Industry 






Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 










Our services are always available without obligation 
to members of the accounting profession 





Gairdner & Company Limited 
320 Bay Street, Toronto 
EMpire 6-8011 


Montreal Kingston Quebec Calgary Vancouver 
Hamilton Kitchener London Edmonton Winnipeg 
New York 









COAST TO COAST SERVICE 


Members of the Accounting profession are invited 
to discuss Estate and Trust problems with our 


Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 320 BAY STREET, TORONTO, ONT. 
= 
HON. T. D’ARCY LEONARD, C.B.E., Q.C., President 

W. LEO KNOWLTON, Q.C., General Manager 


BRANCHES: HALIFAX, SAINT JOHN, MONTREAL, PORT HOPE, TORONTO, HAMILTON, 
BRANTFORD, WOODSTOCK, WINNIPEG, REGINA, EDMONTON, 
VANCOUVER, VICTORIA 
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Editorial 


ABOUT TOMORROW’S AUDITORS 


THERE ARE, at the present time, nearly 4,000 student auditors aspir- 
ing to enter the profession of chartered accountancy. To them we 
would like to offer a few words of encouragement prompted by the 
thought that the average young auditor may not fully realize his 
unique and necessary role in the scheme of things nor perhaps ap- 
preciate the future use to which his present experience and training 
may eventually lead him. 

If executives responsible for the financial administration of a 
company are to function today in the highest sense of the term they 
must, of necessity, seal themselves off from much of the day to day 
routine of detail accounting and financial procedures. This seeming 
break in the chain of internal control is, however, effectively re- 
paired by the auditor. His duties, many of which to the young au- 
ditor may seem vague and not conducive to a feeling of accomplish- 
ment, are truly links in that chain of control. 

The auditor is appointed by the shareholders and his statutory 
responsibility is discharged by his services in preventing and detect- 
ing fraud and error and certifying to the accuracy of financial state- 
ments. But it would be small comfort for shareholders to gain from 
the auditor’s services nothing more than an annual certification if the 
report bespeaks only the accuracy of a deteriorating financial position 
in cases where the auditor has the opportunity and ability to identify 
early symptoms of decline but fails to point them out. 

The auditor is a specialist in observing and reporting. But in 
some circumstances there may have to be a time lag, maybe years, 
between the two functions. If the young auditor feels that on occa- 
sion circumstances prevent him from reporting all he observes he 
should not be discouraged through lack of immediate opportunity 
to voice and gain acceptance of the many worthwhile observations 
which should arise in an alert mind. In his later role, whether as 
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a principal in public accounting, as an internal auditor or as a 
business executive, he can draw upon these stored-up memories and 
put them to work. 

There are those who say industry and government are being 
strangled by detail. They even suggest that accountants and audi- 
tors must share the guilt in this respect. Let us consider two ap- 
parently contrasting quotations. It was Socrates who said—“It is the 
mark of an educated intellect to use only so much detail as is re- 
quired by the subject matter and the use to which it will be put.” 
The second is the oft quoted saying—“Genius is that infinite capacity 
for taking pains.” Can an auditor hope to be at one and the same 
time a genius and, by Socrates’ definition, an educated intellectual? 
Perhaps he can in this way — by relentless and painstaking efforts to 
reduce all unnecessary detail to a minimum. Financial executives 
who have succeeded in screening themselves from detail may not 
always be aware of the existence of purposeless detail. Who else 
but the auditor is in the position to identify, appraise and report on 
such matters? Despite accomplishments along this line to date, new 
trails have yet to be blazed and the auditor with an open mind on 
this subject can be of great service. 

Psychologists stress that of prime necessity to the welfare of 
man is a sense of belonging. In the truest sense of the word the 
auditor belongs, whatever his age, his experience or his particular 
function. This is becoming more evident since their numbers are 
growing and their value to industry is ever increasing. 

Thus, if comfort is needed to the student auditor, he may find 
it in the knowledge that he can accomplish something more than 
merely fulfilling a statutory requirement when he counts cash and 
securities, verifies footings, checks postings and trial balances, vouches 
expenditures, examines accounts receivable and inventories. As he 

performs all the many and varied tasks, the immediate goal of which 
is the certification of financial statements, he can be assured of ad- 
ditional long term benefits which can accrue from these current en- 
deavours. 

For any young auditor who may have doubts as to the fruit- 
fulness of his daily tasks, let him ponder this—“Success is not a des- 
tination, it is a journey with happiness and satisfaction to be found 
each step along the way.” 











The Chartered Accountant and 
the Unaudited Statement 


ARTHUR BEEDLE 


SOME YEARS ago the American Insti- 
tute of Accountants gave considera- 
tion to the problem of the profession- 
al accountant and unaudited financial 
statements. Its views were later re- 
leased in the form of Statement 23, 
“Clarification of Accountant’s Report 
When Opinion is Omitted”. More 
recently, in May 1955, the Institute 
of Chartered Accountants in England 
and Wales issued the results of its 
deliberations on almost the same 
question in a bulletin dealing with 
financial statements of partnerships 
and sole proprietors. In Canada the 
attention of chartered accountants is 
tending to be focused of late on the 
same subject. The question formed 
one of the panel topics at the 1955 
C.I.C.A. conference and is also re- 
ceiving consideration at the provincial 
level. It is understood the C.I.C.A. 
Research Committee has the matter 
on its agenda and presumably will 
issue a report in due course. 


The title used for this article re- 
fers to the chartered accountant and 
the unaudited financial statement. 
This, by itself, would exclude those 
cases where some audit, either exten- 
sive or otherwise, may have been 
carried out, but the chartered ac- 
countant does not feel that he can 


justifiably issue a report in the form 
of an opinion. For the purpose of 
this discussion, however, such an in- 
terpretation seems too narrow; it is 
preferable to cover all cases where 
the chartered accountant has not car- 
ried out sufficient audit to warrant an 
opinion being expressed in his report. 


The Heart of the Matter 
The main problem which arises is: 

When a chartered accountant by his 

terms of appointment, or for any 

other reason, has prepared and is re- 
quired to issue financial statements 

on which he has not performed a 

sufficient audit to give what may be 

termed a “normal” form of report — 
in what form should he issue such 
statements? 

He can: 

1. Issue the statements on plain pa- 
per without the association of his 
name with such statements in any 
way. 

2. Issue the statements in folders or 
on stationery bearing his name 
and qualifications but without any 
report indicating in what capacity 
he acted or the extent of the du- 
ties undertaken — that is, he can 
issue them without a report or 
notation of any kind. 
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3. Issue the statements on identified 
stationery but with a report stat- 
ing what work has or has not been 
carried out, or simply with a 
warning note that the statements 
have been prepared from the 
books without audit. 

The view is held in some quarters 
that where a chartered accountant 
concurs in the issue of financial state- 
ments which he has prepared or on 
which he has worked, it is impossible 
to conceive of circumstances where 
he cannot at the same time allow his 
name to be associated with such fi- 
nancial statements. If he does not 
concur in their issue his name should 
not appear in conjunction with the 
statements. If he is agreeable to 
their issue, he should indicate the ex- 
tent of his work thereon, even if this 
amounts to a report that no audit has 
been carried out, or an expression of 
inability to give an opinion and the 
reasons why. 

Others hold that if the chartered 
accountant is requested by manage- 
ment to prepare financial statements 
without audit, a factual report that 
he has done so may well not be ac- 
cepted at its face value. His sta- 
tionery and/or signature may be 
taken to confer some aura of respect- 
ability on the statements, a situation 
that is detrimental to the prestige and 
standards of the profession and is 
better avoided by the use of plain 


paper. 


Scope of an Audit 

In passing, it may be well to deal 
with the mistaken impression held by 
some laymen, and possibly even by 
some accountants, that the chartered 
accountant should permit his name to 
be associated only with financial 
statements on which he has carried 
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out sufficient work to enable him to 
pass his opinion by way of a report. 
An article by the research director of 
the American Institute of Account- 
ants in The Journal of Accountancy, 
March, 1951, disagrees strongly with 
this attitude. It says definitely that 
C.P.A.’s are engaged to perform the 
services requested by the client, and 
it emphasizes this by placing in 
italics the words “perform the ser- 
vices requested by the client”. In 
other words the client can, subject to 
any statutory requirements, call the 
tune as to what work is to be per- 
formed by the accountant. 


Thus the client has the right to de- 
termine his accounting needs, and in- 
terests of third parties may leave him 
no choice. On the other hand, the 
professional accountant has the sole 
responsibility of deciding the nature 
and extent of the auditing procedure 
he must follow to accomplish the ob- 
jectives of whatever type of engage- 
ment he agrees to undertake. If, for 
example, he agrees that he will ex- 
amine the accounts in order to give 
an opinion as to their fairness, it is 
he, and he alone, who has to deter- 
mine what audit procedures are to be 
carried out. 

Again the Institute of Chartered 
Accountants in England and Wales, 
by virtue of its recent bulletin on 
reports on financial statements of pro- 
prietorships and partnerships, recog- 
nizes the validity and the necessity 
of the chartered accountant reporting 
on unaudited financial statements. In- 
terim statements, in whose examina- 
tion questions of time and cost may 
be restrictive, are examples where 
such statements can legitimately be 
issued by the chartered accountant. 


(The Journal of Accountancy 
article previously referred to confirms 
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that A.I.A. Statement 23 is also in- 
tended to apply to interim state- 
ments. ) 


Two Forms of Unaudited Statements 


Considering now the form or man- 
ner in which the statements should 
be issued, the following comments 
may be pertinent: 

1. Statements issued on plain paper: 

This arrangement is preferred by 
some chartered accountants who 
feel that the association of their 
name with unaudited statements 
creates an unintended or unwar- 
ranted impression as to the work 
they have undertaken and the re- 
liance that can be placed on such 
statements. 

Others consider that even 
though the chartered accountant’s 
name does not appear on the state- 
ments, interested parties know or 
may be told specifically by the 
client concerned that such and 
such a firm of chartered account- 
ants prepared the statements, and 
the same reliance may be placed 
on the statements as if they bore 
the firm’s name. In one recent 
case they were issued on plain 
paper by a chartered accountant, 
handed to the client and then 
by him to his bank manager, who 
in turn reported the figures to 
his head office with the additional 
information that the statements 
were prepared by the firm of 
chartered accountants involved. 
Perhaps he even said that the 
statements had their blessing in all 
respects! This serves to emphasize 
that when statements leave the 
hands of the chartered account- 
ant they are out of his control, and 
he should always bear this in mind 
when he issues them. Whatever 
the legal obligations there is a 


paramount moral and professional 
obligation to the public. 

It is interesting to note that 
while in The Journal of Account- 
ancy article previously mentioned, 
passing reference is made to the 
issue of statements on plain paper, 
the author confines his suggestions 
to those cases where the chartered 
accountant’s stationery is used. 
From this may be derived an in- 
ference that he thinks that the 
practice of using plain paper is ac- 
ceptable on occasion. 


The Institute of Chartered Ac- 
countants in England and Wales 
makes no reference to the plain 
paper practice in its bulletin, prob- 
ably because the issue of state- 
ments on plain paper is not pre- 
valent in England. In fact peri- 
odic reporting on interim state- 
ments for credit purposes is by no 
means so common in England as 


in this country. 


. Statements with which the name 


of the chartered accountant pre- 
paring them is identified: 

The views of both the English 
Institute and the American Insti- 
tute are quite clear on this. The 
English Institute in its May 1955 
Bulletin says that when a chart- 
ered accountant associates his 
name with a statement he should 
give a clear indication of the sig- 
nificance of such association of his 
name. This indication can be by 
way of a note or report on the 
statements themselves or by way 
of a separate report. The choice 
of method and terms of reporting 
are still left to the chartered ac- 
countant. The American Institute 
goes further and states that in such 
cases a warning should be given 
by way of a note on the state- 
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ments that they are prepared with- 
out audit, and this will be regard- 
ed as sufficient; and that if a 
report or further comment is 
made, such report must also con- 
tain a specific denial of an opinion 
(that is an opinion on the fairness 
of the statements). It should be 
noted that the American Institute 
is not content with a mere recital 
of the work carried out. 


Canadian Silence 

It is clear that both the American 
and the English Institutes disapprove 
of the issue of statements on the 
chartered accountant’s stationery 
without any comment or report what- 
ever. In this regard the Canadian 
Institute appears to be lagging be- 
hind these two countries in that no 
clear statement has been expressed 
either blessing or condemning the al- 
ternatives of 
(a) the use of plain paper, 

(b) the use of chartered accountant’s 
stationery with no note or com- 
ment, 

(c) the use of chartered account- 
ant’s stationery with a warn- 
ing note or report. 

It is therefore suggested, with def- 
erence, that it is high time that the 
Canadian Institute gave a clear in- 
dication of its views by means of a 
bulletin and that the appropriate Re- 
search Committee gave the matter 
priority in its deliberations. 


Benefits from a Bulletin 

The promulgation of such a bul- 
letin would be beneficial in several 
respects: 

There is such a diversity of prac- 
tice now in Canada, that the layman 
or, for that matter, even the quali- 
fied accountant is hard put to deter- 
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mine what work the chartered ac- 
countant has actually done, and what 
reliance he can place on statements 
presented to him. He is forced to at- 
tempt to evaluate the extent of the 
work carried out, in itself an impos- 
sible task when no uniform practice 
is laid down by the main body of 
chartered accountants. 

The necessity for uniformity is fre- 
quently brought home when dealing 
with the Tax Department. The im- 
pression is sometimes obtained that 
assessors of the Department will 
cause further enquiries to be made 
where some restricted or qualified 
form of comment or report is at- 
tached to a set of statements, be- 
cause the qualification itself categor- 
izes them on enquiry as not being 
uniform practice; whereas if state- 
ments have been filed with no com- 
ment or on plain paper, fewer en- 
quiries are made, even though the 
statements are no different in other 
respects. If this impression is a fair 
one, it might be thought that state- 
ments with fuller information are 
penalized in that fuller enquiries are 
instituted. . 

Again it would seem that some- 
times members of the Tax Depart- 
ment, unintentional as this may be, 
tend to assume that certain work 
has been done when a chartered ac- 
countant’s name is associated in some 
way with a particular client as his 
usual auditor or income tax adviser, 
whereas, in fact, such work may not 
have been done. Furthermore, it is 
thought by some that the Depart- 
ment’s assessors tend to evaluate what 
work has been done according to 
which particular firm has been as- 
sociated with the statements — hard- 
ly a desirable situation. However, if 
this be true, the profession has only 
itself to blame through its lack of 
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uniformity in reporting on unaudited 
statements. 

The individual practitioner also 
would benefit from a clear statement 
of how he should report and there is 
particularly in mind here the small 
and newly established, possibly little 
experienced practitioner. It is not 
suggested for one moment that any 
chartered accountant would prepare, 
let alone allow his name to be linked 
with, a set of financial statements 
which misrepresent or conceal the 
true position. Obviously such action 
would be a direct contravention of 
the Institute’s high standards. But 
at the same time a larger, well estab- 
lished firm may by its very size and 
age be more able to withstand pres- 
sure by a client for the inclusion or 
omission of this or that material mat- 
ter in a statement. If the small prac- 
titioner could refer his client to a 
statement of principles of his own 
Institute, his task would be lightened, 
and his client would know full well 
that, broadly speaking, any other 
chartered accountant would adopt 
the same attitude. The danger of 
the small practitioner being able to 
satisfy his professional conscience 
and comply with what he feels are 
the standards accepted by the Insti- 
tute, by the issue of statements on 
plain paper or on identified stationery 
with no comment, is not to be ig- 
nored. 

At this point it may be well to em- 
phasize the increased security which 
accrues to the chartered accountant 
if he appends a report to unaudited 
statements and thereby limits or de- 
scribes the extent of his responsibil- 
ity, particularly if the terms of his 
appointment have not been clearly 
laid out in writing. 


Taking these two circumstances 
alone, namely the attitude of the 
Tax Department and the position of 
the small inexperienced practiticner, 
there is evidence of a definite need 
for an expression of uniform views by 
the Institute. Not to have this can 
lead to misleading financial reporting, 
unintentional though it may be, that 
can only bring the profession into dis- 
repute. At the same time the adop- 
tion of a uniform basis of reporting 
will help to educate clients as to the 
needs and advantages of having 
audited statements. How seldom 
does a client really understand the 
extent of the work he is getting! 


The matter is probably more acute 
in the western Provinces than in the 
eastern Provinces, in that in the form- 
er the chartered accountants’ profes- 
sion is still to some extent establish- 
ing itself, and chartered accountants 
have to “sell” businessmen on the ad- 
vantages or desirability of employing 
qualified accountants to do their 
statements. Such statements must 
therefore be of a higher standard 
than those issued by the unqualified 
man and their standards must be uni- 
form or at least comply with a very 
high minimum. 

The desirability for uniformity in 
Canadian practice has been stressed 
earlier in this article. The need to 
keep in step with the accounting 
thought of our American and English 
opposite numbers has also been 
emphasized. Is it looking too far 
ahead to suggest that in the not too 
distant future, a policy of uniform 
practice may be achieved on an in- 
ternational level in many accounting 
fields, in which the treatment of un- 
audited statements would take its 
appropriate place? 











Accounting for Country 
Grain Elevators 


W. C. MACDONELL 


ANYONE WHO has travelled over the 
prairies will be familiar with the out- 
side physical characteristics of that 
“prairie sentinel”, the country grain 
elevator. There are approximately 
5,300 public country elevators in 
Western Canada with a combined 
capacity of over 320,000,000 bushels. 
These are licensed by the Board of 
Grain Commissioners for Canada and 
operated under the close regulation 
of that body. Wheat, oats and barley 
are handled by the elevator com- 
panies as agents of the Canadian 
Wheat Board, but rye and flax and 
some other grain in smaller quantities 
are purchased on an open market 
basis. Most of the elevators are op- 
erated as systems with as many as 
1,100 operated by one _ individual 
company. The Wheat Pools operate 
on a provincial basis but the other 
larger companies cover the entire 
grain growing area of Western Can- 
ada. 


Structure of Administration 


Each elevator is operated by an 
elevator agent, or grain buyer, with 
only the larger units employing one 
or more helpers. Each geographical 
district is in charge of a travelling 
superintendent who lives in his area. 
These superintendents, in turn, are 


responsible to a smaller number of 
district superintendents located in the 
head office of the company in Win- 
nipeg, Regina or Calgary. Because 
general trading operations are carried 
on through the Winnipeg Grain Ex- 
change and the Winnipeg Grain and 
Produce Clearing Association (the 
clearing house), most head offices of 
country grain elevator companies are 
located in Winnipeg and the re- 
mainder, with head offices further 
west, have Winnipeg offices to handle 
some of the trading and accounting 
detail. 

The elevator agent must have a 
thorough knowledge of the physical 
operation of his plant, as well as an 
expert knowledge of grain; he must 
be informed of Government grading 
regulations and know the quota de- 
livery regulations and the shipping 
instructions of the Canadian Wheat 
Board; he must keep in touch with 
daily market quotations and be a 
public relations representative for his 
company. 

Processing for Storage 

The public elevator must accept 
for storage any grain offered by the 
public, provided there is space in 
the elevator. This grain can be any 
variety of wheat, oats, barley, rye 
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or flax, and there are a multitude of 
grades for each grain. The average 
country elevator has 20 separate bins 
varying in capacity from 400 to 
4,000 bushels. The grain is dump- 
ed from the farm truck or wagon into 
a receiving pit, after weighing and 
grading, from which it is elevated to 
the top of the elevator and it flows, 
by gravity into whatever bin is 
selected by the operator. 


Many elevators have separate 
storage annexes into which the grain 
flows, by gravity, through a system 
of distributing spouts. At unloading 
time, the grain is transferred back to 
the pit of the elevator by an auger 
system for more permanent annexes, 
and by shovel and truck for tem- 
porary types of annexes. Many ele- 
vators have cleaning plants through 
which grain is cleaned or blended to 
improve the grade or to eliminate 
“off-grades” which require separate 
binning. They also do custom clean- 
ing of seed for farmers. 


All grain received is weighed over 
large Government-inspected truck 
scales in the presence of the farmer. 
First the loaded truck is weighed, 
the contents of the truck are dumped 
into the pit and then the empty truck 
is weighed. These weights are re- 
corded on special forms approved by 
the Board of Grain Commissioners, 
either a storage receipt or a cash 
purchase ticket. 


Grain received for storage may be 
“special binned” if the grade has not 
yet been agreed upon with the farm- 
er. It is subject to handling charges, 
and to storage charges after 15 days, 
and must be insured by the elevator 
company. If the grade has been 


agreed upon, a graded storage receipt 
is issued and the grain loses its iden- 
tity; it is stored with company-owned 
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grain. However, most grain is pur- 
chased at the time of delivery, the 
grade is agreed upon, dockage con- 
tent (foreign matter) is arrived at 
from tests of samples and a cash pur- 
chase ticket is issued; the storage re- 
ceipt is, therefore, not necessary. 
Many storage receipts are issued for 
individual truck loads and these are 
replaced by cash ticket as soon as 
the farmer has finished his deliveries. 


Relevant Documents 


The cash purchase ticket is not a 
bill of exchange but is a form set by 
the Canada Grain Act and is nego- 
tiable through chartered banks or 
other payors only by special arrange- 
ment. The ticket must set out the 
gross wagon weight, tare and gross 
grain weight. Conversion to bushels 
is calculated and dockage deduction 
and shfinkage allowance (at rates set 
by the Board) are deducted to arrive 
at net grain weight. Grade, price and 
gross settlement are inserted. From 
the gross settlement must be de- 
ducted a 1% levy under the Prairie 
Farm Assistance Act as well as any 
amounts owing to the company, to 
arrive at the net amount payable. 
The cash ticket is prepared in a five- 
part set. Copies are available to the 
agent, the farmer, the Canadian 
Wheat Board and the head office of 
the company, and the original is the 
negotiable instrument. These tickets 
also represent the farmer’s certificate 
of participation in any future Wheat 
Board payments from sales proceeds. 

Upon receipt of shipping instruc- 
tions and an empty railway car, the 
agent must insert grain doors in the 
car, weigh the grain over the ship- 
ping scales, then load the car by 
gravity conveyor and spout, and com- 
plete a railway bill of lading and a 
shipping report. The car of grain is 
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inspected for grade in the Winnipeg 
or Calgary railway yards by the 
Board of Grain Commissioners. It 
is weighed into terminal elevators 
upon arrival at the Lakehead or at 
Vancouver by the Board’s weigh- 
master and final grade inspection is 
made on the basis of automatic 
samples as the car is unloaded. 


The terminal warehouse receipt, 
endorsed by the Board of Grain Com- 
missioners, representing the title to a 
particular quantity and grade is given 
to the country elevator department 
(or company ) after the unload of the 
car, and upon payment of freight 
charges. In the case of wheat, oats 
or barley, the warehouse receipt is 
delivered by the country elevator 
company to the Canadian Wheat 
Board and reimbursement is re- 
ceived for all costs incurred ,plus a 
handling tariff. Warehouse receipts 
for rye and flax are sold on the open 
market. 

Country elevator accounting is 
basically simple, and, because of re- 
quirements and regulations of the 
Board of Grain Commissioners and 
of the Canadian Wheat Board, there 
is a high degree of standardization 
in procedure. 


A Problem of Bulk 

It can be seen that the problem is 
that of handling grain in bulk rather 
than by package or sack. Grain ac- 
counting records are designed to give 
stock control, similar in nature to that 
of continuous bin stock control for 
any warehousing organization, with 
the elements of opening inventory, 
purchases and shipments leading to 
inventory control and _ stock-taking. 
Each elevator is charged with open- 
ing inventory, grain received for stor- 
age and grain purchased; it is cred- 
ited with farmers’ grain taken out of 
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storage, grain shipped and grain 
sold locally; the balance is book in- 
ventory. Records must be kept for 
each elevator, for each type of grain 
and for each grade of grain. 


The originating records carry 
dollar factors along with volume and 
type of grain and grade but early in 
the recording process the money fac- 
tors are divorced. Dollars are ac- 
cumulated through the medium of 
the same original records as stocks 
but once so accumulated, daily or 
monthly totals are transferred to gen- 
eral grain trading accounts. Trading 
accounts are not maintained for the 
individual elevators. 


Books of Entry 

In addition to the records used by 
most corporations, such as general 
ledger, general journal and cheque 
register, the following records are 
common to country elevator com- 
panies: storage issued and cancelled 
ledgers; purchase journal and ledger; 
line, consigned and platform settle- 
ment journals; shipment journal and 
ledger; sales journal and ledger; local 
sales journal and ledger; payor’s 
journal and private payor’s ledger; re- 
pair ledger; miscellaneous station ex- 
pense analysis. 


Chart of Accounts 


The practising accountant, in un- 
dertaking a new assignment, usually 
familiarizes himself with the com- 
pany’s general ledger before study- 
ing in more detail the general ac- 
counting procedures. For the same 
reason, the following list of general 
ledger accounts may be helpful to the 
student of accounts. 


ASSETS 

Banks 

Payors’ cash on hand 
Payor’s cash in transit 
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Inventory 

Grain advances 

Sales accounts receivable 
Clearing house suspense 
Accounts receivable 
Local sales receivable 
Superintendents’ advances 
Fixed assets 

Depreciation reserves 


LIABILITIES 

Bank demand notes 
Outstanding cash tickets 
Accounts payable 
P.F.A. Deductions 


TRADING ACCOUNTS 

Wheat, oats, barley, rye, flax, etc. 
Coal, twine, flour, etc. 

Freight account 


SUNDRY EARNINGS 
Carrying charges (storage) 
Cleaning 

Dwelling rent 


EXPENSES 

Interest 

Grain insurance 

Exchange 

Brokerage 

Agents’ salaries 

Insurance, bonds and _ taxes 
Power, light and fuel 
Telephone and postage 
Repairs 

Miscellaneous local expenses 
Printing and stationery 
Station supplies 

Head office and general expenses 


Basic Accounting Procedures 

1. Opening inventories of grain 
stocks are posted by grain, grade 
and station (individual elevator ) 
at the beginning of the crop year 
in the purchase ledger. Opening 
totals of outstanding storage 
tickets are posted in the storage 
issued ledger. 

Storage tickets are summarized 
daily on storage issued reports by 
country elevator agents. These 


bo 


reports when received in head 
office are posted in the storage 
issued ledger by elevator and 
type of grain. They become a 
charge to the inventory of each 
elevator. Duplicate copies of the 
individual tickets are received by 
head office along with the reports 
and are filed in numerical order 
for each elevator. 


Storage cancelled reports are pre- 
pared by country agents as the 
grain is purchased from _ the 
farmer. These reports are posted 
to a storage cancelled ledger and 
become a credit to the inventory. 
Cancelled tickets are matched 
with the duplicates on file and the 
duplicates are destroyed. The 
storage issued ledger less the stor- 
age cancelled ledger provides the 
control of outstandings. Recon- 
ciliations are made periodically of 
the remaining duplicate tickets 
with the control figures. 


Cash tickets issued in settlement 
for grain are tabulated by the 
country agent on purchase re- 
ports. These purchase reports are 
posted (bushels and money) in a 
purchase ledger by station, grain 
and grade. The bushels become a 
charge to inventory. At month 
end the purchase money postings 
are summarized and transferred to 
the general ledger grain trading 
accounts with an offsetting credit 
to cash ticket liability. They are 
also posted to a cash ticket ledger 
which controls the outstanding 
tickets for each elevator. Dupli- 
cate cash tickets are filed by sta- 
tion. 

Shipments of grain from a country 
elevator are reported on shipment 
reports which, together with bills 
of lading, constitute head office 








control of cars in transit. When 
the grain is unloaded, an outturn 
report from the terminal elevator 
is posted by station, grain and 
grade in a shipment ledger. The 
equation provided by storage is- 
sued, storage cancelled, purchase 
and shipment ledgers gives the 
quantity control for remaining 
stocks in individual elevators by 
grain and grade. 

6. When the grain shipped to term- 
inal elevators is sold, sales in- 
voices are tabulated in a sales 
ledger by grain and value. Money 
totals of the sales ledger become 
monthly debits to sales accounts 
receivable and credits to the grain 
trading accounts. Total sales 
bushels are reconciled monthly 
with shipment ledger bushels. 

7. Grain cash tickets are paid 

through chartered banks or pri- 

vate local payors. Documents 
cashed by the banks are listed on 
payor’s report forms and cleared 
through the head offices of the in- 
dividual banks; one cheque is 
issued each day to clear the totals 
for each bank. Private payors pre- 
pare periodic payors reports 
which are credited to the payor’s 
advance accounts. All payor’s re- 
ports are charged to the general 
ledger cash ticket liability ac- 
count. The individual reports are 
charged to the station in the cash 
ticket ledger. This ledger thus 
becomes the control of outstand- 
ing tickets for each elevator. The 

“paid” tickets are matched with 

the duplicates and the remaining 

outstandings are reconciled peri- 
odically with the cash _ ticket 
ledger. 


Special Accounting Factors 
The basic accounting procedures, 
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as outlined above, have been pur- 
posely segregated from the many 
complicating factors in grain account- 
ing. The following is a brief review 
of some of the special accounting 
factors: 


SALES PROCEDURE 

As mentioned earlier, all grain 
shipped from the local elevator is 
controlled by shipment reports and 
bills of lading. Most grain is shipped 
direct to terminal elevators, and the 
sales department of the line elevator 
company receives a terminal ware- 
house receipt when the car is un- 
loaded. If the grain is shipped to a 
mill or other destination where un- 
loading and weighing is not under 
supervision of the Board of Grain 
Commissioners, the railway bill of 
lading is the only document of 
ownership and arrangements for sale 
are usually made prior to unload. 


All grain is sold for cash and the 
terminal warehouse receipts, or the 
bills of lading, are endorsed over to 
the purchasers and exchanged for 
marked cheques. Sales accounts re- 
ceivable thus become a “wash” or 
clearing account. The sales totals are 
charged to sales accounts receivable 
and credited to the grain trading ac- 
counts. Cheques are credited from 
the deposit records to sales accounts 
receivable. 


FREIGHT 

Grain is purchased from the farmer 
at the local price: Fort William price 
less freight, less handling tariffs. 
When unloaded at destination, the 
freight is paid to the railways by the 
receiving company and rebilled by 
them to the line elevator company. 
These billings are paid daily and 
charged through the usual type of 
columnar cheque register to the grain 
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trading accounts. For purposes of 
analysis and overhead check, how- 
ever, an intermediate step is usually 
taken. When the grain is unloaded 
at destination, the terminal company 
issues a report of quantity, grade and 
charges, called an “Outturn”. This 
“Outturn” constitutes the normal 
method for billing freight and other 
charges. When the detail of shipment 
is posted in the shipment ledger, 
as already referred to, the freight 
charges are posted in the same led- 
ger. The totals of the freight items 
in this ledger for each grain provide 
the breakdown for charging freight 
to the grain trading accounts for each 
grain. 

Freight payments are charged to a 
freight account and distributed peri- 
odically, or at the year end, to the 
grain trading accounts. 


LocaL SALES 

Grain is often sold locally by the 
country agent, usually for seed or 
feed. These sales are reported on a 
form known as a “Grain and Screen- 
ings Sales Report”. In head office 
the reports are tabulated by elevator 
and the totals constitute a debit to 
local sales receivable (usually sup- 
ported by a subsidiary local sales 
ledger) and a credit to grain trading 
accounts. Bushels are entered by in- 
dividual reports, or monthly totals, in 
the station shipment ledgers, by grain 
and grade. 


SALES OF CoAL, TWINE, ETC. 

Many country elevators, because of 
their unique position in the rural 
community, handle products for sale 
to their customers. The chief items 
are: coal, binder twine, flour and 


feed. These sales involve the same 
type of sales reports and collection 
reports customary in any branch 
retailing business. They become in- 
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volved with grain transactions, how- 
ever, in their coliection by deduction 
from grain settlements. Cash de- 
posits are made in the same manner 
as for local sales. 


LocaL CLEANING 

Many elevators have cleaning ma- 
chinery by which customers’ grain is 
cleaned for return as seed or cleaned 
for farmers account prior to grading 
and purchase. Line grain, which is 
company-owned grain already pur- 
chased, is usually cleaned in large 
volume prior to shipment in all ele- 
vators where there is a modern clean- 
ing plant. Line grain is cleaned to 
save payment of freight on screen- 
ings and/or to improve grades. 

Grain cleaned for farmers account 
is usually recorded on the grain and 
screenings report referred to above, 
showing grain or screenings cleaned 
out and grain or screenings returned 
to the farmer. Cleaning charges are 
also entered on this report. Bushels 
are recapped along with local sales 
and recorded in special columns of 
the shipment ledgers. The money, 
when summarized, becomes a credit 
to cleaning revenue account and a 
debit to local sales receivable. 

When grain is received for im- 
mediate cleaning and return to the 
farmer, a cleaning ticket is issued in 
place of the normal storage ticket, 
but the recording procedure is similar 
to that for grain and screenings sales 
reports. 

Money collected by country agents 
for local sales and cleaning is de- 
posited with the bank or the private 
payor, or mailed to head office. A 
copy of the agent’s deposit slip is for- 
warded direct to head office. The 
banks and private payors clear these 
items to head office in the same man- 
ner as debit items, such as cash 
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tickets. When the credit has been re- 
ceived, head office applies the collec- 
tion to local sales receivable account 
for the elevator involved. 


PURCHASE ERRORS 

Most companies use error slips to 
advise their country agents of errors 
which have been detected during the 
routine check of purchases at head 
office. They are not usually recorded 
in the books. Collection, if in cash, is 
deposited through the same system 
as for grain and screenings reports 
(above). If collection is made by 
deduction on subsequent cash tickets, 
it is cleared through special provision 
in the purchase reports and purchase 
ledgers. The collection becomes a 
credit to grain trading accounts. 


If the error is in the calculation of 
net bushels (deduction of shrinkage 
allowance, or dockage, or conversion 
from pounds to bushels), the original 
reports are adjusted when the error 
is first located. 

If the error is an underpayment, it 
is customary to have the elevator 
agent issue an adjusting cash ticket to 
the farmer. 


HEDGING 

The operation of the “Clearing 
House” has been referred to in the 
previous article of this series. When 
rye and flax are purchased by the 
elevator agent, he reports all but the 
smaller transactions by wire or tele- 
phone to head office. Contracts for 
future delivery are immediately en- 
tered into as hedges against price 
fluctuations during the period when 
the grain is in store the country 
elevator and in transit. 

All cheques issued to the clearing 
house are charged to clearing house 
suspense account and deposits of 
cheques received are credited to this 
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account. Daily reports to the clearing 
house are summarized monthly and 
charged or credited to the grain trad- 
ing accounts with the offsetting debit 
or credit to the suspense account, 
thus clearing this suspense account at 
each month end. Open-trades are 
controlled through the cumulative 
form of the daily report. 


CONSIGNED GRAIN 

Grain taken into store in the 
country elevator on special bin stor- 
age ticket and shipped in a separate 
car for the farmers account is refer- 
red to as consigned grain. After the 
grain is unloaded in terminal position 
and the grade established, settlement 
is made by head office account sale 
and cheque. The shipment ledger is 
posted in the same manner as for 
line grain but, for control purposes, 
consigned shipments are added sep- 
arately. 

The consigned settlements are re- 
corded in a consigned settlement 
journal and the bushels are balanced 
with the consigned shipment bushels. 
The total settlement value becomes a 
debit to grain trading accounts in 
the same manner as for cash ticket 
purchases. No storage cancelled re- 
ports are prepared by country agents; 
the lists of storage tickets on the 
shipment reports are posted direct to 
the storage cancelled ledger. 


PLATFORM GRAIN 

This is grain loaded at railway sid- 
ings without going through a country 
elevator. No storage tickets are 
issued and no cancellation is in- 
volved. When the grain is unloaded 
at terminals, the weight and grade 
established by the Board of Grain 
Commissioners is settled for by head 
office account sale and cheque. Plat- 
form sales are recorded separately as 
a method of control and platform 
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settlements and sales are balanced 
periodically. 


Heap Orrice Line SETTLEMENTS 

In addition to settlements for con- 
signed and platform grain, some stor- 
age tickets are forwarded to the 
head office of the company for settle- 
ment. The head office settlement then 
replaces the normal cash ticket settle- 
ment by the country agent. A form 
of account sale is issued to the farmer 
along with the cheque. The detail 
of the cheque and the account sale 
are usually posted in a settlement 
cheque register, the totals becoming 
debits to grain trading accounts and 
credits to bank. 


The cancelled storage tickets, as 
listed on the account sale, are posted 
in the storage cancelled ledger by 
account sale number and the net 
bushels involved are also posted in 
the purchase ledgers by station, grain 
and grade. 


ADVANCES 

When the farmer places his grain 
in store in the country elevator and 
for various reasons does not sell it 
immediately, he sometimes takes an 
advance for a percentage of its 
value. A grain advance document is 
signed by the farmer and the agent: 
it serves as a receipt to the farmer for 
his grain and a receipt to the com- 
pany for the advance. The original 
storage tickets are attached to the 
head office copy of the advance 
form. The original copy of the form 
constitutes an “Order on Payor” and 
this document can be cashed through 
the company’s normal paying system. 
When it is cleared to head office, it 
becomes a charge to advance ac- 
count. Usually a separate ledger is 
maintained with accounts for each 
individual elevator. 


When instructions are received to 
sell the grain, the advance is de- 
ducted from the settlement and 
credited to advance account. 


CuT-OFFS 

Country elevators are weighed at 
least once each year by district sup- 
erintendents, if the elevators are not 
too congested. The superintendent's 
weigh-over reports include details of 
each bin of grain and samples are 
forwarded to head office for grading. 
The report also shows, among other 
things, the last cash ticket purchase 
number, the last storage ticket num- 
ber and the last shipment report 
number. 

The cut-off report is then prepared 
by head office for each grain show- 
ing, by grade, the following: 

Opening inventory 

Purchases to date 

Outstanding storage 

Total grain to account for 

Shipments (including local sales and 

returned grain) 

Grain in elevator (per weigh-over 

report ) 

Overage or shortage. 

Some companies adjust their bushel 
records for overs and shorts when the 
cut-off is completed. Others make no 
record until year end when the in- 
ventory carried over to the next crop 
year is adjusted. 


P.F.A. 1% Derpvucrions 

The Prairie Farm Assistance Act 
requires the deduction of 1% of the 
gross proceeds of all cereal grain 
settlements. The resulting fund, the 
collection of which is administered 
by the Board of Grain Commission- 
ers, is used for assistance to farmers 
who incur crop failures. 

The cash ticket and head office 
settlement forms have provision on 
them for a deduction of this 1% from 
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the gross grain proceeds and the total 
deductions accumulated in the pur- 
chase records are remitted monthly. 


CanapiAN WHEAT Boarp 

Wheat, oats and barley are pur- 
chased from the farmer by the grain 
company as agent for the Canadian 
Wheat Board, and the system of re- 
porting to the Board necessarily has 
its effect on accounting routines. 
Basic records, however, are main- 
tained in the same manner as when 
the grain is purchased outright for 
the account of the company. 

The Board pays to the grain 
company country elevator storage 
and interest on funds advanced on 
their behalf. It is important, there- 
fore, that purchases be reported by 
the companies promptly in order to 
earn the maximum storage and in- 
terest. 

The Board participation certificate 
issued to the farmer at the time of 
purchase is in a form which is com- 
bined with the cash ticket. The 
Wheat Board copy is forwarded by 
country agents to head office, along 
with head office copies of cash tickets 
and the covering purchase report. 
The Board “P.C.’s” are immediately 
summarized and delivered to the 
Board office. Some companies have 
now designed their purchase reports 
to provide a carbon copy for the 
Board which avoids relisting in head 
office of the detail on the special 
Board report. 

Daily summaries of Board pur- 
chase reports and daily delivery re- 
ports (sales) are tabulated for prep- 
aration of storage and interest state- 
ments. These statements become the 
billing to the Board and the totals are 
credited to the various grain ac- 
counts. Some companies credit the 


interest portion to interest account 
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and the storage portion to a storage 
revenue account. 


The Board summaries of daily 
purchase and deliveries, having been 
checked in the Board office, provide 
proof of accuracy of the company’s 
own purchase and sales records. 

The accuracy of quantities, grades 
and dockage content of grain pur- 
chased for the account of the Board 
is dependent upon the accuracy of 
country weigh scales, human judg- 
ment and clerical ability of the 
elevator agent. The grain is often 
stored for many months, then pro- 
cessed through the country elevator 
cleaning plant, if any, loaded into box 
cars in bulk and shipped hundreds of 
miles to terminal elevators. Naturally 
the grain, eventually delivered in the 
form of terminal warehouse receipt 
to the Canadian Wheat Board, does 
not balance with quantities and 
grades as shown by the producer's 
participation certificates issued at the 
time of original delivery. In the case 
of wheat, overages and shortages of 
the various grades are adjusted with 
the Board annually at the crop year- 
end. There is a variation in procedure 
for oats and barley; overages and 
shortages are sold or purchased on 
the open market in order to adjust 
company stocks with total quantities 
owing to the Board. An adjustment 
of grades is made with the Board. 
All adjustments become debits or 
credits to grain trading accounts. 


EXPENSES 

The method of accounting for ex- 
penses for a country elevator com- 
pany is no different than for any 
other organization with a multitude 
of branches. Local expenses are 
usually recorded in subsidiary led- 
gers for control purposes, with sep- 
arate accounts for each elevator. 
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Various systems for paying local ex- 
penses are in effect but major dis- 
bursements are made by head office. 


OPERATING RESULTS 

Most companies are satisfied to 
compare direct station expenses, 
volume of handle and cut-off results, 
without having available an actual 
financial result of operations for each 
elevator. Some, however, have found 
that better control can be established 
with little extra work by a statistical 
breakdown of results. The following 
steps are involved: 


Grain Accounts 

1. A valuation of cut-off results is 
charged or credited to each ele- 
vator. 

2. Carrying charge earnings (stor- 
age), net of interest, are allocated 
on the basis of capacity. 

3. Railway claims are analyzed by 
individual elevator. 

4. Individual elevators are charged 
with uncollected overpayments. 

5. Each elevator is charged with 
freight on dockage and other 
special railway charges. 

6. Each elevator is credited with 
the average value of screenings 
shipped with grain. 

7. The balance in the grain trading 
accounts represents substantially 
the elevator handling tariff earn- 
ings, plus any special merchandis- 
ing earnings. These balances for 
each grain are allocated to the in- 
dividual elevators on the basis of 
bushels handled. 

An analysis of cleaning revenue is 
usually available automatically from 
totals of local sales and cleaning 
records. 

Terminal earnings and diversion 
premiums are allocated basis ship- 
ment ledger bushels. 
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Dwelling and sundry local rents 
are analyzed throughout the year. 


Separate local trading accounts for 
coal, twine and flour are maintained 
for control purposes by all com- 
panies. 

Local expenses, such as agents’ sal- 
aries, municipal taxes, power and re- 
pairs, are analyzed by elevator. 

Station supplies, superintendence 
and other country expenses are al- 
located at year-end on the basis of 
the bushel volume for each elevator. 

Head office and general expenses 
are also allocated at the year-end on 
the basis of bushel volume. 

Depreciation is charged to each 
elevator at the actual amount shown 
in the fixed asset records. 

To complete the picture, the in- 
dividual elevator can be charged with 
interest on the net book value of 
fixed assets employed, at the average 
rate paid for funds employed. 

This approach to a breakdown of 
operating results by individual ele- 
vator makes it possible at year-end to 
analyze results through the use of 
columnar working papers, without 
disturbing materially the normal day- 
to-day accounting routines presently 
employed by most companies. 


Accounting Methods 


At one time, all companies used 
hand-written ledgers and journals for 
all of the records referred to above. 
In some cases there were individual 
ledgers for each function and in 
others massive columnar record 
sheets were maintained to cover all 
money transactions and all grain 
movement for each elevator by grain 
and grade. 

Over the years, most companies ad- 
vanced to the use of bookkeeping 
machines with journals and ledger 
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sheets being posted simultaneously. 
The ledger sheet and proof sheet 
method automatically produces anal- 
ysis by station, grain and grade. 

Interest has been shown in punch 
card accounting because of the abil- 
ity to process mechanically the larger 
volume detail direct from original 
tickets produced by country agents. 
However, only a few of the larger 
companies have ventured into this 
field. |The seasonal nature of the 
grain elevator industry reduces con- 
siderably the possibility of an eco- 
nomical installation. On the other 
hand, the development of complicat- 
ed systems for the crediting and pay- 
ing of patronage dividends has led 
directly to some installations. 

A number of changes in accounting 
routines have developed in recent 
years from the operations of the Can- 
adian Wheat Board but there has 
been some reluctance to completely 
adjust basic procedures to “Board” 
operations because of uncertainty 
about the continuation of present 
marketing methods. The following 
comments on some future possibilities 
are intended to be controversial in 
order to stimulate thinking and dis- 
cussion. 


Stock CONTROL 

If punch card accounting develops 
to the point where all basic grain ac- 
counting functions are being so tabu- 
lated, it will be possible to prepare 
daily, weekly or monthly stock rec- 
ords for each individual elevator by 
grain and grade. These stock records 
can be of considerable use to the op- 
erating departments. 


Automatic Cut-OFrs 

The present routine on cut-offs 
calls for a weigh-over by country 
superintendents with a cut-off being 
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prepared later in head office. The 
country superintendent and the op- 
erating department in head office do 
not receive this report until some 
considerable time after the weigh- 
over has taken place. Better control 
of stocks and better control of the 
agents’ weighing and grading prac- 
tices could be obtained if figures 
were available at the time that the 
elevator was being weighed over to 
enable the superintendent to review 
discrepancies on the spot at the time 
of weigh-over. This practice would 
be possible with up-to-date punch 
card accounting. 


PATRONAGE DiviDENDS 

The necessary analysis of purchases 
by individual patron is usually done 
during the off-season. Some compan- 
ies are using punch card accounting 
for the preparation of this analysis. 
Because the delivery of grain is now 
being spread more evenly over the 
crop year, the preparation of these 
growers records during the off-season 
is becoming more of a problem. 

The Canadian Wheat Board, 
through the use of punch card ac- 
counting, duplicate almost exactly the 
work being done by the grain com- 
panies. Because of their require- 
ments for interim and final Wheat 
Board payments to producers, it 
should be possible to use the records 
prepared by the Board for the pur- 
poses of the individual grain com- 
pany. 
CENTRALIZED ACCOUNTING 

Some study is being given to the 
possibility of centralized accounting 
by the Board of Grain Commission- 
ers for terminal elevators. It is con- 
ceivable that much of the accounting 
and reporting work of the country 
elevator companies can also be done 
by punch card accounting on a cen- 
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tralized basis through the Canadian 
Wheat Board and/or the Board of 
Grain Commissioners. 


CasH TICKETS 

The satisfactory system of combin- 
ed cash ticket and Wheat Board par- 
ticipation certificate recently develop- 
ed jointly by the grain companies and 
the Canadian Wheat Board has led to 
further thinking on this subject. Be- 
cause all deliveries must be recorded 
by the country agent in a Wheat 
Board permit book held by each in- 
dividual farmer, the use of a plate 
attached to the permit book is being 
considered. This visualizes the stamp- 
ing of the farmer’s name, address and 
permit number by machine on the 
cash ticket form. It can also be used 
for the storage ticket. This system 
would be similar to the plate attach- 
ed to oil company credit cards. 


STORAGE RECORDS 

One company has discontinued the 
use of storage issued and cancelled 
ledgers, retaining the storage issued 
and cancelled reports but using the 
outstanding tickets as the only control 
medium. 

Consideration has been given from 
time to time to abandoning the re- 
ports as well as the ledgers. There 
are two difficulties, aside from the 
loss of controlling accounts: the 
country agent loses his report as a 
summary of tickets for the prepara- 
tion of various stocks reports he is re- 
quired to prepare, and totals of out- 
standing storage are not readily avail- 
able in head office for grain insurance 
purposes. 

With very little extra work by the 
elevator agent, a combined form of 
issued and cancelled report could be 
prepared by the agent showing auto- 
matically the balance of stored grain 
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outstanding. This report could be 
checked periodically in head office 
with the outstanding file of tickets 
and no further accounting records 
maintained. 

At least one company has its agents 
issue a separate storage cancelled slip 
with each cash ticket settlement of 
storage purchased. No further stor- 
age cancelled report is issued. This 
leads to the thought that a simple 
adding machine listing of these slips, 
together with an adding machine list- 
ing of storage tickets issued, with sep- 
arate lists for each grain, will provide 
the basis for a very simple combined 
storage issued and cancelled report. 
This report, prepared by the agent, 
would avoid the necessity of keeping 
any other storage records in head of- 
fice. The cost of additional insur- 
ance would be small if insurance was 
not cancelled on head office settle- 
ments until the detail was reported to 
the agent and reflected in his reports. 
Totals of outstanding storage for all 
elevators for insurance purposes 
could be obtained by adding the last 
reports received in head office from 
each elevator. 

Consideration is being given, by 
those companies with punch card ac- 
counting systems, to the use of punch 
card equipment for controlling stor- 
age. The economies involved are 
doubtful, but the studies have at least 
led to other thinking in connection 
with this storage recording problem. 


Basic Problems 

It may be helpful, as a conclusion 
to this article, to list some of the basic 
factors that affect the accounting 
practices of the industry. Each com- 
pany has many branch plants (eleva- 
tors) spread over a wide geographi- 
cal area. Each elevator handles four 
or five grains, and each grain has a 
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multitude of grades which must be 
individually controlled. All opera- 
tions are subject to the rigid regula- 
tions of the Board of Grain Commis- 
sioners and the Canadian Wheat 
Board. There is a great variation in 
volume of handle from the heaviest 
fall months to the winter period when 
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there is practically no grain move- 
ment. There is no trained bookkeep- 
ing staff available at the country 
elevators. It is probably proper to 
say that the accounting problem is 
one of erratic volume, regulatory re- 
quirements and geography, rather 
than of a highly technical operation. 


The 1956 Conference in Brief 


As this issue goes on the press, final preparations are being made for 
the 54th annual conference of the Canadian Institute of Chartered Account- 
ants which is to take place at the Nova Scotian Hotel, Halifax, September 
10-12. 

Here is a summary of the program’s features. On Monday morning, 
September 10, J. C. Thompson, C.A. and V. W. T. Scully, C.M.G., F.C.A. 
will lead off with addresses on “Widening Horizons for the Chartered Ac- 
countant”, the theme of the conference. This will be followed by a mem- 
bers’ luncheon at which the guest speaker will be Hon. Robert Winters, 
Federal Minister of Public Works. The afternoon will be taken up with 
panels on changes in the course of instruction, post-graduate development 
of the C.A. and development of an accounting practice. On Monday even- 
ing there will be a visit to a naval vessel followed by a buffet supper. 

Highlight of Tuesday morning will be an address by W. G. Mann, 
Personnel Adviser of the Bank of Montreal, on “Human Relations in Adminis- 
tration”. The annual general meeting of members will follow this session. 
In the afternoon a bus tour will leave for scenic Peggy's Cove and from 
there go on to Hubbard’s for a lobster boil and square dance. 

All technical sessions on Wednesday will be held at Dalhousie Uni- 
versity. In the morning a number of discussion groups will deal with the 
preparation of unaudited statements, the modern approach to auditing, pen- 
sion plans for small and large organizations, office procedure and forms for 
small firms, recent C.I.C.A. Research Bulletins dealing with income tax ad- 
justments, and company internal auditing. In the afternoon there will be a 
panel discussion on management consulting and a roundup panel. At the 
closing dinner and dance on Wednesday evening, the prize winners in The 
Canadian Chartered Accountant article writing competition will be an- 
nounced. 

An attractive program has been planned for the ladies. On Monday 
they will drive to Waverley for a coffee party and on Tuesday they will be 
entertained at “brunch” at the home of Mr. and Mrs. Gerald Martin in 
Jollimore Village. There will be a reception at Government House on 


Wednesday morning followed by a luncheon at the Lord Nelson Hotel. 

The Nova Scotian hosts look forward to welcoming the members and 
their ladies and those who attend the 1956 conference will be assured of 
a worthwhile and enjoyable time. 





Approach to Planning a Will 


W. H. BROUGHALL AND B. O. PARTRIDGE 


“EstaTE PLANNING’, which has _ be- 
come a common expression in the 
business vocabulary of the life in- 
surance and trust company business, 
seems to be generally used indiscrim- 
inately with reference to two quite 

distinct processes: 

1. The planning and arranging of a 
man’s affairs in his lifetime so that 
the assets of his estate can 
eventually be administered with 
the maximum of efficiency; and 
The planning and drafting of the 
will which, after his death, will 
govern the distribution of the 
testator’s estate. 

Although these two processes are 
necessarily interdependent, consider- 

able confusion of thought avout es- 
tate planning might be avoided if the 
use of the term was confined to the 

first, and the second was designated 
simply as “Will Planning”. Estate 

planning in this sense can often be a 
continuing process, covering some- 
times a period of years or even the 
greater part of a lifetime; whereas 
will planning requires only the time 
it takes for a person to make up his 
mind about his testamentary inten- 
tions, and instruct his solicitor to pre- 
pare his will accordingly. 

The purpose of this article is to re- 


view briefly, by reference to an ex- 
ample, without involving a discussion 
of the technical rules of legal draft- 
ing, a few of the more important fac- 
tors to be taken into account in both 
forms of planning, where the prin- 
cipal asset of the estate will be the 
controlling interest in a private com- 
pany. 

Here it will be apparent that the 
two processes are interdependent. 
There are certain things that our tes- 
tator can do during his lifetime, there 
are certain provisions that he can set 
out in his will which are related di- 
rectly to the principal asset in his es- 
tate, and there are finally certain gen- 
eral provisions that should appear in 
any well-planned will to ensure that 
his executor and trustee can utilize 
his property to the best possible ad- 
vantage in protecting and providing 
for i:'« dependents in accordance with 
his intentions. 


Example 

Schedule “A” (see p. 135) is a bal- 
ance sheet and a summary of five 
years operating accounts of the tes- 
tator’s business, Testator’s Manufac- 
turing Company Limited, a Canadian 
private company. Schedule “B” (see 
p. 137) shows a valuation of the 
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whole estate. Shares in the private 
company are estimated by the audi- 
tors to be worth $350 per share. 
This valuation has been made to de- 
monstrate the impact of succession 
duties on the present gross estate. 


The testator is 51 years old and his 
wife is 46; they have two teen-aged 
children. 

This example, taken for planning 
purposes, illustrates a common prob- 
lem, namely: “How can the value of 
the testator’s shares in the private 
company, which he personally man- 
ages and controls, be preserved in 
his estate after his death?” If the 


testator has been indifferent to the 
importance of thoughtful estate plan- 
ning and has taken no steps to mini- 
mize the effect of his death on the 
value of these shares, there is little 
that the solicitor, who is drafting the 
will, is in a position to do other than 


ensure that the executor and trustee 
is, to whatever extent may be neces- 
sary, given the same legal powers to 
deal with the assets that the testator 
had in his lifetime. 


A realistic approach to the situation 
and an appreciation of the difficulties 
that the testator’s immediate death 
would bring about will be a long step 
toward their solution. At this time 
the testator must face the fact that 
his son is not ready to succeed him, 
even if he were interested in doing 
so, and that his interest in the busi- 
ness cannot be continued indefinitely 
as an asset of the estate, and that 
sale is almost inevitable. While he is 
still on the scene the testator is the 
best person to make some provisions 
for an advantageous sale. He best 
knows whether or not his business as- 
sociates, who own the remaining 33% 
of the stock, are anxious to and are 
capable of continuing the operation 
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of the company. If so, an insured 
stock purchase plan often provides 
the starting point for estate planning 
in a situation of this kind. 


There is another thing that the tes- 
tator can do while there is yet time, 
and that is to ensure that his estate is 
sufficiently liquid so that his principal 
asset is safeguarded, or that it and 
other potentially valuable equities 
do not have to be sacrificed. This 
immediately brings up the subject of 
succession duties. Governments are 
the preferred beneficiaries of all es- 
tates where succession duties are 
exigible. Succession duties will vary 
from province to province but in this 
example the combined Canadian and 
Ontario duties will run from $60,000 
to $72,000, depending on the manner 
of settlement. The testator has suf- 
ficient life insurance, cash and other 
liquid assets to provide for these, but 
the margin of liquidity is rather slim. 
He might well consider whether to 
increase this margin by taking out 
additional life insurance so that his 
net estate will not to all intents and 
purposes consist of his shares in the 
company and little else. A greater 
margin of safety will give his execu- 
tor and trustee a better chance for 
an unhurried advantageous sale. Cer- 
tainly at this time the advice of his 
insurance counsellor is needed. 


In the case of the shares of Testa- 
tor’s Manufacturing Company Limit- 
ed, the careful draftsman of the will 
should ensure that the executor and 
trustee is given all the rights and 
privileges of a majority shareholder, 
which the testator had in his lifetime. 
This may be done by explicit refer- 
ence and direction, but it will do no 
harm to make some comments on the 
whole subject of investments from 
the trustee’s standpoint. 
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Schedule “A” 


TESTATOR’S MANUFACTURING COMPANY, LIMITED 
FINANCIAL STATEMENT — DECEMBER 81 — 1955 


BALANCE SHEET 


Assets 


Cash 
Accounts receivable (net) 
Inventories 


$248,000 
Land, buildings and plant 


Less reserve for depreciation 


169,000 


Total assets 


Liabilities 
Bank advances 
Accounts payable, taxes and accruals 


Capital and Surplus 

1,000 shares common (par value $100) 
Tax paid surplus account 

Profit and loss account 


Total liabilities and capital 


SUMMARIZED OPERATING ACCOUNTS 


Sales Operating Income Net Dividends 
Profits Taxes Profit Paid 
$458,000 $64,100 $22,058 $42,042 $20,000 
546,000 76,400 36,728 39,672 20,000 
613,000 98,100 40,799 54,301 20,000 
575,000 69,000 28,010 40,990 20,000 
576,000 74,800 29,756 45,044 20,000 


SHAREHOLDERS 


Testator 


510 shares 


Testator’s wife seen 160 
Minority interests (not related) 


” 
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Powers of Trustees 


The primary function of trustee- 
ship is the management of money 
and property, and the powers of trus- 
tees revolve around the investment 
clauses contained in the will. If the 
will omits any wider powers, trus- 
ees are bound by the provisions of 
the Trustee Act, with the obvious 
disadvantage that there will be little 
or no opportunity for capital appre- 
ciation in the investments made in 
the course of administration. 


Testators often feel that their exec- 
utors and trustees should not have 
the same freedom to invest as they 
themselves enjoy, and their decision 
in this connection is usually governed 
by their confidence in the investment 
experience and ability of the person 
or company they choose to administer 
the estate. A common type of limit- 


ed investment power is found in those 


wills which limit the trustees to in- 
vestments which are legal for Cana- 
dian life insurance companies. In 
limiting the investment discretion of 
his trustees, the testator is attempting 
to legislate as to what will be a pru- 
dent investment for his estate pos- 
sibly a quarter of a century or more 
after his death. The greatest degree 
of flexibility in the management of 
the estate is undoubtedly achieved by 
an experienced and responsible trus- 
tee being given unrestricted invest- 
ment powers. 


Restrictions on Trustees 


Whether the trustees are restricted 
to trustee investments or whether 
they are given the widest possible in- 
vestment powers, they are still re- 
quired to use the utmost care and dis- 
cretion in their choice of investments. 
They are not permitted to invest es- 
tate moneys with the same freedom 
the testator enjoyed in his lifetime. 
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The settled principles of the law in 
this connection were summed up in 
the careful language of the English 
courts by Lindley L.J. in the case of 
Re Whiteley (1886) 3 Ch. D. 347 
“The business of the trustee, and the 
business which the ordinary prudent 
man is supposed to be conducting for 
himself, is the business of investing 
money for the benefit of persons who 
are to enjoy it at some future time, 
and not for the sole benefit of the 
person entitled to the present income. 
The duty of a trustee is not to take 
such care only as a prudent man 
would take if he had only himself to 
consider; the duty rather is to take 
such care as an ordinary prudent man 
would take if he were minded to 
make an investment for the benefit of 
other people for whom he felt moral- 
ly bound to provide.” 

Those who are concerned with the 
professional administration of estates 
are familiar with situations where 
beneficiaries are critical and even hos- 
tile when potentially valuable assets 
are sold by executors, or when trus- 
tees have not taken advantage of an 
offer of rights to shareholders in con- 
nection with some particular invest- 
ment in the estate. In fairness to re- 
sponsible trustees, it must be said 
that the omission of the necessary 
powers in the will may have given 
them no alternative to do otherwise. 
When the executor takes over the 
property of the deceased, the will be- 
comes the blueprint for the future 
management of the assets of the es- 
tate. As each asset is examined in 
turn the powers in respect of that 
particular piece of property will be 
scrutinized to determine whether it 
can be held for the purpose of event- 
ually making a more advantageous 
sale or retained indefinitely as an in- 
vestment of the trust. 
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Importance of Direction 


When the shares of a private com- 
pany form part of an estate, it is im- 
portant that some direction be con- 
tained in the will on the subject of the 
distribution of accumulated surplus, 
as, for example, provided under sec- 
tion 105 of the Income Tax Act. The 
testator should stipulate whether such 
a distribution is to be created as cap- 
ital of the estate or credited to the in- 
come of the life tenant. This may 


avoid the necessity of an application 
to court to determine the matter, as 
there are two distinct lines of cases 
decided in the courts on this matter. 








Schedule “B” 







Impact of Succession Duties 

Earlier on in this article, there was 
a reference to the settlement of suc- 
cession duties and it may be worth 
while to return to this subject for a 
moment. 

It is usually a testator’s intention to 
relieve the individual beneficiaries 
from the payment of duties out of 
their respective legacies or shares. 
The capital of the general estate is, 
in most cases, the fund best able to 
bear the duties in respect of the vari- 
ous benefits given in the will, and 
most of the carefully drawn wills to- 
day contain a so-called “succession 


ESTIMATED VALUATION OF TESTATOR’S ESTATE 


Real Estate 
House (registered in name of testator) 
Mortgage 


Summer cottage property (registered in 


Household and Personal Effects 
Household furniture and effects 
Motor car 
Boat 
Personal effects (including guns, fishing 


tackle, sports trophies etc.) 


Insurance 
Payable to estate 
Payable to wife 


Investments 






joint names of testator and wife) 


$26,000 
9,000 


$ 17,000 





9,000 


2,500 
2,000 
1,000 


1,000 


40,000 
10,000 


510 Common shares in Testator’s Manufacturing Company Limited, (par 
value $100) estimated value for succession duty purposes as of 


December 31, 1955 $350 per share .... 
Other investments (stocks and bonds) 


Cash in bank 


for succession duty purposes. 






Note (1) The summer cottage property, held jointly with the wife, and the $10,000 
policy payable to her as a preferred beneficiary, will pass directly to her but are included 


(2) For purposes of estimate aggregate value of estate, it is assumed there will 


be $4,500 debts, leaving a total dutiable estate of $300,000. 
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duty clause” authorizing the execu- 
tors to pay out of the capital of the 
general estate all succession duties 
“that may be payable in connection 
with any insurance on my life or any 
gift or benefit given or provided by 
me either in my lifetime or by sur- 
vivorship or by this my will 

Unless such a specific direction is in- 
cluded in the will, each beneficiary 
must bear the payment of the duties 
on his or her share out of the actual 
benefit received. 

The estimated succession duty lia- 
bility is frequently a deciding factor 
in the testator’s choice of a plan for 
his will. In the above example, if he 
leaves the whole of his estate to his 
wife as an outright gift, the combined 
Canadian and Ontario duties would 
amount to approximately $72,000, and 
when she dies the same assets will 
be taxed again in her estate for a 
comparable amount. On the other 
hand, if she is given a life interest in 
the income of the estate, with a gift 
over of the remainder of the residue 
to the children on her death, the du- 
ties (on both her life interest and the 
gift over of residue to the children) 
would be only $60,000 approximately, 
with no further liability for duty in 
respect of the same assets as part of 
her estate when she dies. 

If the testator adopts a trust plan 
in his will, giving his wife a life in- 
terest and a gift over to the children 
on her death, he obviously effects a 
considerable saving in duty and re- 
lieves his widow of the complex bur- 
dens of investment and property man- 
agement. 

It is not the place of the will plan- 
ner to tell the testator how or to 
whom he should leave his property, 
but there is clearly a duty to explain 
the legal and practical implications of 
whatever plan he is considering. 


THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1956 


The solicitor who plans and drafts 
the will undertakes the writing of the 
complete and self-sufficient statement 
of the testator’s directions as to how 
the different assets of his estate are 
to be dealt with and distributed after 
his death. From the moment the tes- 
tator dies, his executors are bound by 
the language used in his will. They 
cannot act on what they just suspect 
were his real intentions, nor can they 
assume for themselves any powers 
which the law requires them to have 
before they can deal with various 
kinds of property in accordance with 
the testator’s known wishes. The re- 
sponsible solicitor attempts to take 
into account every reasonably fore- 
seeable contingency and tries to in- 
clude all the provisions necessary to 
the executors for the efficient man- 
agement of the estate. 

The testator who makes his will to- 
day is not in a position to determine 
the adequacy of the income from the 
estate for the continuing care and 
comfort of his widow throughout the 
remainder of her life. Nor should he, 
except in special circumstances, at- 
tempt to legislate what amounts of 
capital may be required in the future 
for his children to provide for edu- 
cation, illness or a start in life. The 
widow may live for another 30 or 40 
years; in the past 40 years the econ- 
omy has come through two major 
wars, a long depression and a highly 
inflationary period. There are few 
responsible economists who would 
dare predict the purchasing power of 
the widow's dollar 30 or 40 years 
hence. Consequently the trustees 
should be given the power to use cap- 
ital for her benefit and for the benefit 
of the children, but the language of 
the will should avoid «ay suggestion 
that such payments can be made on 
the request or demand of the widow 
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herself. Otherwise there is an inher- 
ent danger that the succession duty 
authorities will tax her on the basis 
of the will giving her the right to 
claim the whole capital of the estate. 


Flexibility is Essential 

Flexibility is an essential attribute 
of the well planned will. As well as 
the uncertainties of money values in 
the future, the solicitor who plans the 
dispositive provisions should take in- 
to account the absolute unpredictabil- 
ity, not only of how much longer the 
testator will live, but the order in 
which the beneficiaries named in the 
will are ultimately going to die. If, 
for example, the widow predeceases 
the testator or survives him for a 
short time and dies, while any of the 
children are under 21, their distribu- 
tive shares must be paid into court 
unless the will gives the power to the 
trustees to hold and deal with the in- 
fants’ shares. If power is given in 
the will to pay out funds for the in- 
fants’ benefit, and accept a receipt 
from someone on the infants’ behalf, 
the necessity of letters of guardian- 
ship in respect of the infants’ share 
of the estate can be avoided. In or- 
der to afford the fullest protection for 
the testator’s family, two fundament- 
al powers are necessary for the trus- 
tees: first, the power to encroach 
on the capital of the estate for the 
benefit of the widow and children; 
secondly, the power to hold and deal 
with infants’ shares. 

Although the shares in the private 
company are the principal asset to be 
taken into account when the executor’s 
and trustee’s powers are being con- 
sidered by the draftsman, the powers 
in connection with a much less valu- 
able asset, like the residence for the 
widow, are just as important if it is 
the testator’s intention that the house 








139 





should be held in the estate for the 
widow's benefit. Where the widow 
is likely to have a dutiable estate of 
her own, the testator may consider it 
preferable for the trustees to manage 
the residence on her behalf. If the 
will provides for this it is important 
that the draftsman make the so-called 
residence clause as flexible as pos- 
sible, giving the trustees power to 
maintain the property out of income 
or capital in their discretion and also, 
if it is in the widow's interest, to sell 
the property and purchase a more 
suitable one for her as the changing 
conditions of the future may dictate. 


While the plan outlined contem- 
plates that the estate in general will 
be held in trust during the widow’s 
lifetime, there are obviously certain 
kinds of property which are not eas- 
ily made the objects of a trust. In 
this case the household and personal 
effects might be given outright to the 
widow, as they are of a perishable or 
depreciating nature. Even here 
careful drafting of the direction is 
necessary so that there will be no am- 
biguity as to what is to be included 
in this bequest. 


It is not possible in this article to 
review all the powers that may be 
necessary to enable trustees to man- 
age an estate fully. Even in cases 
where a will has been drawn by an 
experienced draftsman, situations fre- 
quently arise in the course of the ad- 
ministration of an estate which, if 
they could have been foreseen, would 
have been provided for when the will 
was prepared. Some kind of short 
forms of wills legislation similar to 
that in force in England might en- 
sure that the powers most often re- 
quired by trustees for the fair man- 
agement of estate assets were includ- 
ed in wills. 
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Matters for Review 

Will planning and estate planning, 
although they can for some purposes 
be regarded as distinct processes, are 
nevertheless very closely bound to- 
gether so that it is often difficult to 
distinguish one from the other. In 
the detailed planning of the actual 
will, the estate planner is given an 
opportunity to review the practical 
problems of estate administration that 
may arise in connection with the vari- 
ous types of property that the testator 
may leave at his death. In the 
example given at the beginning of 
this article, the testator might have 
the intention that his son should be 
given the opportunity to take over his 
business, and it might be that he 
wishes his wife to maintain her in- 
terest in the company. In order to 


implement these wishes it may be 
found necessary to carry out a capital 


reorganization of the company. As 
his children mature he will, no doubt, 
have more definite ideas on the ulti- 
mate disposition of his property to 
them, as he will have more knowl- 
edge of their circumstances, aptitudes 
and abilities. As his affairs prosper 
and the maintenance of his depend- 
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ents is amply assured, he may wish 
to extend his provisions to include 
other relatives, friends or charitable 
institutions. All these factors will 
require periodic reviews of the will. 
Frequently a testator is not fully 
aware of the implications of his es- 
tate planning problems until he dis- 
cusses the provisions of his will with 
his solicitors or executor. 

Many chartered accountants are 
becoming increasingly aware of the 
importance of their role in estate 
planning. Because an intimate and 
accurate knowledge of the testator’s 
affairs is a major prerequisite to as- 
sisting him in the planning of his es- 
tate, the chartered accountant is often 
the best qualified for the task, par- 
ticularly where the control of a busi- 
ness will be one of the principal as- 
sets of the estate. Because of the 
close interdependence of estate plan- 
ning and will planning, the arranging 
of a testator’s affairs and the plan- 
ning of the disposition of his estate 
have become more and more a matter 
of team work by the chartered ac- 
countant, the life insurance counsel- 
lor, the solicitor and the professional 
executor and trustee. 











Every accountant and_ business 
executive is interested in the Federal 
Government's changes in the Income 
Tax Act. Here is a commentary 
which has been specially prepared 
for The Canadian Chartered Account- 
ant by A. Willard Hamilton of Price, 
Waterhouse & Company. At the time 
of going to press, the Government's 
Bill awaits third reading. 

The Budget which included resolu- 
tions covering some of the proposed 
changes to the Income Tax Act was 
presented to the House of Commons 
by the Minister of Finance on March 
20, 1956. The Income Tax Bill in 
technical form and language was 
brought down in the House on June 
12 but had not received final reading 
at the time of writing this commen- 
tary. 

The Bill contained 26 sections; the 
review which follows has been ar- 
ranged under topical headings ra- 
ther than in numerical order by sec- 
tions of the Act. 


Registered Pension Fund 


(a) Derrnition — The substitution of 
the term “registered pension 
fund or plan” for the words “ap- 
proved superannuation fund or 
plan” is to remove the possibility 
that the use of the word “ap- 
proved” upon the official recog- 
nition of a pension plan might be 
construed as broad approval by 
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the government of the plan in 
all its aspects (sec. 139(1) 
(ahh)). A number of para- 
graphs are required in the Bill 
to effect the necessary changes 
in wording throughout the Act. 
EMPLOYERS CONTRIBUTIONS — 
The effect of the decision of the 
Income Tax Appeal Board in 281 
v. M.N.R. has been modified for 
the 1956 and subsequent taxa- 
tion years. Where the amount 
paid in respect of an individual 
employee is determinable, the 
employer will be permitted, as at 
present, to deduct the lesser of 
$1,500 or the amount paid. 
Where the amount is not specifi- 
cally identifiable, the maximum 
deductible is to be established 
by regulation, but, in any event, 
will not exceed $1,500 multiplied 
by the number of employees un- 
der the plan (s. 11(1)(g)). 


(b) 


Supplementary Unemployment 
Benefit Plan 
Interesting legislation is being add- 
ed to the Act in recognition of so- 
called “Guaranteed Annual Wage 
Plans”. 
The main points of the proposed 
legislation are: 
(1) A “supplementary unemploy- 
ment benefit plan” is defined as 
an arrangement other than a 
pension or profit sharing plan, 
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under which payments are made 
by an employer to a trustee for 
the payment of periodic amounts 
to employees or former employ- 
ees who may be laid off for any 
temporary or indefinite period 
(s. 97A(1)). 

(2) The employer will be permitted 
to deduct, for the 1955 and sub- 
sequent taxation years, amounts 
paid to a trustee under the plan 
(s. 11(1)(s)). 

(3) The income of the trust will be 
exempt from taxation (s. 62(1) 
(ra)). 

(4) For 1956 and subsequent taxa- 
tion years, the employee will be 
taxed upon benefits received 
from the trustee under the plan 

(s. 6(m)). 

(5) Tax deductions at the source will 
be required from payments 
made to employees (s. 47(1) 


(da) ). 


Profit Sharing Plans 

For 1956 and subsequent taxation 
years profit sharing plans may be ex- 
tended to include benefits for em- 
ployees of a group of corporations not 
dealing with each other at arms- 
length (s. 11(1)(r)). Capital gains 
and losses after 1955 will not be in- 
cluded in the computation of the 
benefit received by the employee and 
the employee may claim the 20% 
dividend credit on that portion of 
benefit considered as being derived 
from dividends from Canadian tax- 
able corporations. Contributions by 
employers will be permitted within 
120 days of the end of the fiscal year 
(s. 79(4)). Where, after the com- 
mencement of the 1956 taxation year, 
an employee withdraws from a plan 
having included in income in pre- 
vious years an amount contingently 


allocated to him which he has not 
actually received and is not entitled 
to receive upon withdrawal from the 
plan, a tax refund of 15% of the am- 
ount so allocated will be made to him. 
It should be noted that the flat rate 
refund of 15% is without regard to 
the amount of tax, if any, which may 
have been actually paid by the em- 
ployee upon allocation (s. 79(6a) et 
seq. ) 

Depletion Allowances 

The effect of the Supreme Court of 
Canada decision in the Home Oil 
Company Limited case, which estab- 
lished the taxpayer’s right to well-by- 
well depletion, has been negated for 
the 1956 and subsequent taxation 
years. Allowances will continue to be 
granted by regulation and the Gover- 
nor-in-Council may prescribe the 
formula for determining the amount 
that may be allowed (s. 11(2a)). A 
further paragraph has been included 
in the Bill for greater certainty and as 
a safeguard against the confusion 
which has arisen through the Home 
Oil argument (clause 3(10)). This 
paragraph, in effect, states that if at 
some future time the regulation made 
under s. 11(1)(b) of the Act is found 
to be inadequate it may be revoked 
by the Governor-in-Council and the 
amending regulation made applicable 
to the 1956 or any subsequent taxa- 
tion year. 

An amendment is being made to 
s. 11(3) of the Act in respect of 
lessor-lessee allowances whereby such 
allowances for 1956 and subsequent 
taxation years will be permitted only 
in respect of a coal mine operated by 
a lessee. 


Pre-Production and Exploration 
Expenses 


An interesting development to oil 
and mining companies is a provision 
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that where either type of corporation 
acquires all or substantially all the 
property of an oil company, the ac- 
quiring corporation may deduct cer- 
tain drilling and exploration expenses 
of the acquired corporation which 
had not been deducted at the time of 
purchase. The purchase of the prop- 
erty must be in consideration of 
shares of the capital stock of the ac- 
quiring corporation and the deduction 
of the mining and exploration ex- 
penses will be limited to the amount 
of income derived from the acquired 
properties (s. 883A). The enactment 
will be effective in respect of property 
acquired after 1954 but the deducti- 
bility of such expenses from the in- 
come of the acquiring corporation 
will commence within the 1956 taxa- 
tion year. It should be noted that 
the undistributed income of the ac- 
quired corporation may not be re- 
duced by the expenses that are being 
passed on to the acquiring corpora- 
tion. (s. 82(5a) ). 


Provincial Corporation Tax Credits 


In accordance with proposed fed- 
eral-provincial fiscal arrangements to 
commence January 1, 1957 the maxi- 
mum tax credit for corporation in- 
come taxes paid to a Province is be- 
ing increased to 9% as of that date. 
Proration of the tax credit will be re- 
quired in respect of corporations 
which do not have a fiscal year coin- 
ciding with the calendar year, the 
present rates of 7% for ordinary corp- 
orations and 5% for special corpora- 
tions being applicable to the por- 
tion of profits earned to the end of 
1956 (s. 40(1)). A corollary provi- 


sion deals with the deductibility of 
corporation taxes, other than income 
taxes levied by the Provinces. Where 
the sum of such corporation taxes 
(ie. capital stock, place of busi- 


ness, education taxes, etc.) and the 
corporation income taxes paid to a 
Province exceeds 9% of the taxable in- 
come of the corporation earned ir. the 
Province, the excess will be deduct- 
ible as an expense of the corporation 
(s. 12(4)). Both “corporation tax” 
and “taxable income of the taxpayer 
earned in the year in the Province” 
will be defined by regulation. It will 
be appreciated that if a Province col- 
lects more than 9% overall from corp- 
orate taxpayers a financial adjustment 
is indicated between the federal and 
provincial government, presumably 
by way of adjustment of certain 
grants made by the federal govern- 
ment to the Province. 


Personal Corporations 


A number of minor but useful 
amendments are proposed in connec- 
tion with the tax status of personal 
corporations. These include the ex- 
tension of the dividend credit to 
shareholders of a personal corpora- 
tion (s. 67(7)(d)), which not only 
remedies a defect in the Act but also 
establishes the right of a shareholder 
to the 20% dividend credit paid from 
surplus accumulated while the com- 
pany was an ordinary corporation. 
Also, an anomaly has been removed 
from s. 105B in that dividends receiv- 
ed by a personal corporation from a 
corporation, the surplus of which 
would otherwise be considered as 
“designated surplus”, will not require 
the payment of the 15% tax on such 
dividends. A limit is placed on the 
amount of capital loss that a personal 
corporation may claim as a result of 
having acquired shares of another 
corporation and having been paid a 
dividend out of its designated sur- 
plus. This limitation would appear to 
have effect only when the personal 
corporation has at some time been an 
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ordinary corporation and accumulated 
surplus not yet taxed in the hands of 
its shareholders (s. 82(7a) ). 


Investment Companies 

A minor change regarding the 
qualification of an investment com- 
pany is proposed in the requirement 
relating to the sources of the gross 
revenue of the company. The mini- 
mum which must be derived from 
Canadian taxable companies is being 
reduced from 60% to 50% (s. 69(2)). 


Cooperative Patronage Dividend 


The limitation in respect of the de- 
duction for patronage dividends paid 
by a cooperative or similar organiza- 
tion, based on 3% of the capital em- 
ployed in the business, will be subject 
to pro rata reduction where the taxa- 
tion period is less than 12 months 
(s. 75(5a)). This provision is to be 
applicable for the 1956 and _ subse- 
quent taxation years. 


Railway Companies 

It is proposed that certain railway 
assets, including railway track and 
grading, that have not previously 
been considered as depreciable wiil 
be subject to capital cost allowances. 
Provision is made for regulations to 
determine replacements which are to 
be treated as expenses and_ those 
which are to be capitalized. The in- 
tention is to provide tax treatment of 
such items as much in line as possible 
with the system of accounts required 
by the Board of Transport Commis- 
sioners (s. 84A). 


Undistributed Income 

(a) InsuraNcE Corporations — In 
order to meet a special situation 
where an insurance corporation 
with undistributed income on 
hand, that has been operating 
under a provincial charter, de- 


sires to re-incorporate under an 
Act of the Parliament of Can- 
ada, the Income Tax Act is being 
amended to permit the new cor- 
poration to take over the busi- 
ness formerly carried on by the 
old corporation and to permit 
the transfer, without tax conse- 
quences, of the undistributed in- 
come of the old corporation to 
the new corporation (s. 82(15) ). 

(b) Caprran Gains anv _ LossEs — 
The Supreme Court of Canada 
recently held that in the compu- 
tation of undistributed income 
it was proper to deduct a capital 
loss which represented a portion 
only of the original cost of an 
asset, without disposal thereof, 
so long as it was apparent that 
the loss was most unlikely to be 
recouped. (M.N.R. v. Consoli- 
dated Glass Limited (1956), 
C.T.C. 50). It is understood 
that this case is being re-heard 
by the Supreme. Court of Can- 
ada. However, it is proposed to 
amend the Act to provide that in 
future capital profits or losses 
will not be taken into considera- 
tion in the computation of un- 
distributed income on hand until 
the property has been disposed 
of or unless the property can 
reasonably be regarded as hav- 
ing no value (s. 82(5b) ). 


Designated Surplus — Non-resident 
Controlling Corporation 

Provision is made for the mainten- 
ance of the status quo in respect of 
dividends paid by a Canadian com- 
pany, control of which was acquired 
before 1955 by a foreign corporation, 
where such foreign corporation trans- 
fers control of the Canadian subsidi- 
ary company to another foreign corp- 
oration. In other words, the surplus 
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of the Canadian company will not be- 
come designated solely by reason of a 
transfer of ownership between foreign 
corporations (s. 105B(1) ). 


Solicitor-Client Communications 

It is proposed that the right of 
privilege granted under provincial 
laws to communications and papers 
in solicitor-client relationships be ex- 
tended to matters arising under the 
Income Tax Act. Detailed proced- 
ures to be followed in determining 
when privilege is considered to exist 
are set forth in the proposed new 
s. 126A. 


Proposed Amendments Affecting 
Individual Taxpayers 

The following is a summary of the 
various proposed changes of particu- 
lar interest to individual taxpayers or 
persons engaged in business in a per- 
sonal capacity: 

(a) BENEFITS FROM EMPLOYMENT — 
For greater certainty it is pro- 
posed that certain benefits from 
an office or employment now 
described in the term “other 
benefits” will be referred to as 
“other benefits of any kind what- 
soever” (s. 5(a)). 

(b) Convention Expenses — For 
1955 and subsequent taxation 
years, a deduction will be al- 
lowed for expenses incurred by a 
taxpayer in attending in Canada, 
in connection with his business 
or profession, not more than two 
conventions held during the year 
by a business or professional or- 
ganization (s. 11(1)(ia)). 

(c) CiercyMan’s REesmEeNcE — The 
proposed amendment is to make 
it clear that the deduction for 
the maintenance of a residence 
by a member of the clergy or re- 
ligious order may only be claim- 


ed when the member is in 
charge of or ministering to a 
diocese, parish or congregation. 
It is apparent that religious tea- 
chers, armed services chaplains 
etc. will be precluded from 
claiming this type of deduction 


(s. 11(1)(q)). 


(d) Immicrants’ ALLOWANCES — It is 
proposed that any children, in 
respect of whom amounts are to 
be paid as family assistance to 
immigrants or settlers, will be 
classed as children qualified for 
family allowances for income tax 
purposes: accordingly the deduc- 
tion for the child will be limited 
to the usual statutory exemption 
of $150. 


(e) Mepicat Expenses — Oxygen has 
been added to the list of items 
which may be included in the 
deduction for medical expenses 
(s. 27(1)(c) (vii) ). 


(f) Provincia Tax Crepir — A 
minor amendment is being made 
to exclude the old age security 
tax of 2% in determining the 
basis of the tax credit against 
federal taxes in respect of pro- 
vincial income taxes paid by an 


individual (s. 33(2)(a) ). 


(g) FARMERS AND FISHERMEN — An 
amendment is proposed to re- 
quire a taxpayer, who is a far- 
mer or fisherman, and who has a 
loss in the year of averaging, 
(i.e. the last year of a five-year 
cycle) to file the election for that 
year at the proper time. The 
present law is deficient in that 
the election to average could be 
unduly postponed where a loss 
was sustained in the last year 
of the five-vear averaging period 


(s. 42(1)). 








Streamlining the Preparation of 
Expense Statements 


J. H. GOUGH 


STARYING IN A hangar in St. Hubert, 
Quebec in 1947, Canadian Aviation 
Electronics Ltd. had an original staff 
of six employees. Its first year’s sales 
amounted to $100,000. By the end of 
1955 the staff had increased to over 
1,000 employees in four Provinces and 
sales were $15,000,000. An expansion 
of this order naturally resulted in 
many accounting problems. As each 
new supervisory level was introduced 
into the organization, more responsi- 
bility was delegated from the top 
down to the lower levels. Accom- 
panying the delegation of responsibil- 
ity came the requirement for the ac- 
counting system to measure the su- 
pervisors’ financial stewardship, and 
to prepare and submit to manage- 
ment the necessary reports on it. 
Hence the systems and procedures 
that were adopted in 1947 did not 
remain satisfactory for very long. 


Previous System 

In 1947, the expenses were accumu- 
lated in various accounts in the gen- 
eral ledger and reported as part of 
the monthly profit and loss statement. 
The responsibility for controlling ex- 
penses was vested in the general man- 
ager. As the company expanded, this 
responsibility was delegated to de- 
partment managers and, in some 


cases, to supervisors. To provide a 
detailed analysis of expenses by cost 
centres, a subsidiary ledger was open- 
ed and a control account added to the 
general ledger. The subsidiary led- 
ger was the usual type with an ac- 
count for each expense, and analysis 
columns in each account to record the 
expenses chargeable to each cost cen- 
tre. Each month draft expense state- 
ments were prepared from the ledger 
and final statements were typed in 
several copies and distributed. The 
expense ledger was kept manually 
and was satisfactory as long as the 
number of cost centres was reason- 
ably small. 


Shortcomings of the System 

As the number of cost centres in- 
creased, the system became less ef- 
ficient. When new centres were cre- 
ated it meant opening extra columns 
in each expense ledger account, until 
eventually most of them required two 
fly-leafs. The posting operation was 
slowed down because of the extra 
time required to locate the right folios 
and columns. 

The preparation of the draft ex- 
pense statements involved posting ap- 
proximately 450 totals each month 
from the expense ledger to the draft 
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statements. There was duplication of 
work in adding both the expense led- 
ger and the expense statements, yet it 
was necessary because the former ac- 
cumulated expenses by type and the 
latter by cost centres. 

When we reached the stage of hav- 
ing 32 cost centres, the typing load 
was another factor to be considered. 
To type sufficient copies was more 
than two d&ys’ work for one typist, as 
two typings were required. 

There was insufficient flexibility to 
the chart of accounts. The expense 
analysis of each cost centre was limit- 
ed to 58 accounts set out in the chart 
of accounts. Each account was print- 
ed as a caption on the expense state- 
ment forms, but many of them ap- 
plied only to administrative and not 
to operating cost centres, or vice- 
versa. There was no room on the 
form to show the expenses which 
were peculiar to the operation of any 
one cost centre, but which were not 
included in the 58 accounts. 


What was needed was a new ap- 
proach to the expense analysis and re- 
porting procedure — an approach 
that would result in a clerical work 
reduction, earlier release of the ex- 
pense statements, and a measure of 
flexibility in the analysis of expenses. 


New System 

To overcome the shortcomings of 
the previous system the following 
changes were made: 

1. Combining the expense ledger 
with the expense statement. 

2. Condensing the chart of accounts 
so as to include only those stand- 
ard expenses that were common to 
most cost centres. 

3. Providing ten special code num- 
bers in the chart of accounts to 
which each department manager 


could assign his own definitions 
for expenses peculiar to his own 
cost centre. 
4, Reproducing the statements by a 
photographic-duplicating process. 
5. Eliminating cents from the ex- 
pense ledger. 


Combining the Expense Ledger with 
the Expense Statement 

The expense ledger and statement 
are combined by attaching a posting 
area to the left-hand side of the 
statement. The horizontal ruling on 
the expense statement is extended 
across the posting area, which is also 
ruled vertically to provide six post- 
ing boxes opposite each caption on 
the expense statement. Each line on 
the posting area is numbered with the 
code number assigned to the expense 
caption in the chart of accounts. 
These numbers are called line num- 
bers, in order to distinguish them 
from the account numbers that are 
assigned to the cost centres. 

A new expense ledger is opened 
each month since the combined ex- 
pense ledger and statement can be 
used for only one month. The typing 
pool heads up the new ledger sheets 
in advance from the previous month’s 
sheets. The budget figures are en- 
tered on the expense statements after 
the new sheets have been headed up. 
The monthly expense ledger consists 
of 32 sheets, one for each cost centre, 
which is a more compact arrange- 
ment than the old 150-sheet ledger. 

The posting is still done manually, 
but takes less time than previously. 
The first posting to a line number of 
a cost centre is made in the first box 
on the appropriate line of that cen- 
tre’s ledger sheet. Subsequent post- 
ings to the same cost centre and line 
number are entered in horizontal or- 
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Illustration of Combined Ledger and Expense Statement 
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der in the second, third and fourth 
boxes. The postings consist of the 
journal entry number and the am- 
ount; dates are omitted as they are 
unnecessary. Seldom are there more 
than six postings to the same line 
number of one cost centre. In the 
few cases where there are more than 
six postings the extra ones are entered 
on a blank line at the bottom of the 
posting area, and the line is num- 
bered. 

After the monthly entries have been 
posted to the expense ledger the fol- 
lowing steps are carried out: 





1. The entries on each expense led- 
ger account are listed on an add- 
ing machine tape and the total en- 
tered on the attached expense 
statement. The individual total- 
ling of the postings by line num- 
bers is left to a later stage. 


2. The year-to-date total of each ex- 


pense ledger account is brought 
forward and entered on the at- 
tached expense statement. Bring- 
ing forward the year-to-date totals 
by line numbers is left to a later 
stage. 








- 





STREAMLINING THE PREPARATION OF EXPENSE STATEMENTS 149 


8. The year-to-date total of all led- 
ger accounts is balanced with the 
general ledger control account. 


4. The year-to-date expenses of the 
service cost centres are allocated 
to the operating cost centres on 
various bases such as floor space, 
number of personnel, direct labour 
dollars, etc. The statistics neces- 
sary for the calculation of the allo- 
cation rates are accumulated on 
work sheets on a_ year-to-date 
basis. Using the year-to-date basis 
tends to level out the fluctuations 
which would occur if the alloca- 
tions were made using monthly ex- 
penses and monthly statistics. To 
save time, only the allocation rates 
are recorded on the work sheets. 
The expenses are entered directly 
on the respective expense state- 
ments without being entered on 
the work sheets. 


5. The direct labour and the over- 


head applied is accumulated on 
work sheets by operating cost cen- 
tres and posted to the respective 
expense statements. 

6. The under- and over-applied over- 
head is determined for each op- 
erating cost centre and shown on 
the respective statements. These 
variances are also required for in- 
clusion in the monthly statement 
of profit and loss. 


The information obtained in step 6 
is required as quickly as possible 
after the end of each month. That 
is why in steps 1 and 2 extra time 
is not taken to obtain the current 
month and year-to-date totals for 
the individual captions on each ex- 
pense statement. However, after 


the work has reached step 3, the ex- 
pense ledger can be turned over in 
sections to a comptometer operator to 
proceed with this work and also enter 


the variances between the budgeted 
and actual expenses. This can be 
done while steps 4, 5 and 6 are being 
carried out by the ledger clerk. 


Condensed Chart of Standard 
Expenses 

The expense captions shown on the 
statements were reduced from 58 to 
17 by eliminating those which were 
not applicable to half a dozen or 
more cost centres. Also eliminated 
were those which reported expenses 
of an insignificant percentage of the 
total. This in turn reduced the cleri- 
cal work of postings, cross-additions, 
to-date totals and variances. 


Special Line Numbers 


The reduction of the expense cap- 
tions to 17 made it possible to insert 
ten numbered blank lines on the ex- 
pense statement. Each department 
manager is permitted to assign his 
own definitions to them in a way that 
applies to the particular cost centre. 
The expenses recorded on_ these 
special line numbers are peculiar to 
the operation of the cost centre, pro- 
vided they are large enough in am- 
ount to warrant showing them separ- 
ately on the expense statement. An 
intelligent use of the special line num- 
bers makes it easier for the depart- 
ment managers to analyze their ex- 
penses. 


Reproducing the Expense Statements 

The expense statements are photo- 
graphed with a special camera and 
attachment that produces a paper 
master. From the master the requir- 
ed number of copies are run off on a 
duplicating machine. The 32 state- 
ments can be reproduced in ten 
copies in about two hours, which fa- 
cilitates their release at least a day 
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earlier than if they were typed. The 
draft expense statements are made up 
in pencil, which photographs very 
clearly and also allows last minute 
changes. Only the expense statement 
is photographed; the posting area is 
folded underneath so that it does not 
show. 

The combined expense ledger and 
statement form is a simple form to 
use and requires little in the way of 
staff training. Since we started using 
it we have been able to issue the 
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monthly expense statements about 
four days earlier than previously. It 
is not suggested that the system out- 
lined in this article is new or revolu- 
tionary but rather a common sense 
approach to a problem which must 
often face accountants in new and 
rapidly expanding companies. It pro- 
vides the means for preparing better 
operating statements at an earlier 
date and makes segments of the de- 
tailed accounting work considerably 
easier to handle. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 
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BY GERTRUDE MULCAHY B.A., CG.A 


Account ng Research 


CONSOLIDATED STATEMENTS — 
PRINCIPLES AND PROCEDURES 


Consolidated statements were de- 
veloped by accountants as a means of 
conveying to the shareholders of the 
holding company, in an understand- 
able manner, adequate information 
concerning the position and progress 
of the interests which they own and 
control. These shareholders, as inves- 
tors in a corporation which in turn 
owns and controls other corporations, 
represent, in effect, the ultimate pro- 
prietors of the whole group operating 
under a common control. 

Accountants realize that from the 
standpoint of such shareholders ordi- 
nary financial statements, prepared 
from the books and accounts of the 
holding company, are inadequate. In- 
formation relating to the assets and 
liabilities and to the revenues and ex- 
penses of the subsidiary is not in- 
cluded in the accounts. Yet it is re- 
quired in any accurate analysis of the 
position and progress of the share- 
holders’ investment. Even when the 
financial statements set out the par- 
ent’s equity in the net assets and 
earnings of the subsidiary, they do 
not show the type of assets which 
underlie the investment and advance 
accounts, the details of earnings or 
the extent to which the parent would 
be able to realize the subsidiary’s 
earnings through receipt of dividends. 

Although the practice of presenting 
consolidated statements was adopted 
in the interests of full disclosure for 
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the holding company’s shareholders, 
it also provides a very useful service 
for the management of the holding 
company. They, as agents of the 
shareholders, are in direct control of 
all the associated companies and, 
therefore, must have data concerning 
their activities and progress, individu- 
ally and as a group of related com- 
panies. While individual information 
can be obtained from various sources, 
the overall picture is most easily pro- 
cured from the set of consolidated fi- 
nancial statements. 


Economic Rather Than Legal Unit 


Consolidated statements are intend- 
ed to show the position and activities 
of the group of companies operated 
under a common control as if they 
represented a single enterprise. In 
essence, they are the combination of 
the balance sheets and earnings state- 
ments of the associated companies 
with all inter-company relationships 
cancelled out. The basis of their ac- 
ceptance, as Sir Arthur Lowes Dick- 
enson pointed out, “is the recognition 
of the common-sense fact that a net- 
work of companies, connected with 
each other by control of stockhold- 
ings, is still, in effect, one undertak- 
ing, and that if the stockholders in 
the holding company are to have be- 
fore them a clear statement of its po- 
sition, legal technicalities must be 
brushed to one side, and the position 
of the holding company shown in its 
relation, not to these sub-companies, 
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but to the general public. The posi- 
tion of the holding company can only 
be changed by outside influences af- 
fecting itself or its constituent com- 
panies, and not by any change in re- 
lation between itself and these com- 
panies, or in the relations among the 
latter.” 


Dickenson goes on to state that 
“the consolidated earnings account is 
made up on the same principles. Pro- 
fits resulting to one company out of 
sales to another are eliminated. Only 
sales and purchases to and from the 
outside public are included, so that 
no profits are considered such except 
those made on deliveries outside the 
organization.” 

The leading principle in the tech- 
nique of preparing consolidated state- 
ments, i.e. the elimination of all evi- 
dences of inter-company relationship, 
requires a shift in viewpoint from that 
of a legal concept, i.e. the business 
corporation, to that of an accounting 
concept, i.e. the effective business unit. 
M. B. Daniels has described this 
method of financial reporting very 
appropriately as “a synthetic state- 
ment or accounting device, and a 
legal fiction. It is the statement of no 
single corporation but an amalgamat- 
ed statement giving accounting data 
of two or more separate corpora- 
tions.” Although the unit represented 
is made up of separate legal entities, 
it, in itself, has no independent legal 
existence. It has, however, great eco- 
nomic significance which can be set 
out, at least to some degree, by con- 
solidated statements. 


Financial Statements of 
Constituent Companies 

The presentation of financial state- 
ments on a consolidated basis was 
originally intended to supplement ra- 
ther than displace the regular report 
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prepared from the books and ac- 
counts of a holding company. This 
is the interpretation recognized in the 
British Companies Act, 1948, which 
requires the submission of both group 
accounts and unconsolidated state- 
ments. 


In Canada and the United States, 
on the other hand, consolidated state- 
ments have progressed beyond this 
secondary status and are gradually 
replacing unconsolidated statements 
as the prime medium of financial re- 
porting by holding companies. An 
increasing proportion of the holding 
companies in both of these countries 
are adopting the practices of prepar- 
ing their annual financial statements 
on a consolidated basis and of includ- 
ing only these statements in their 
published annual reports. Formal 
legal sanction of these procedures was 
granted in Canada by the Companies 
Act, 1934. 

The use of consolidated statements 
does not eliminate the need for sep- 
arate reporting to minority sharehold- 
ers and creditors by the individual 
subsidiary company. The former 
group has a legal right and the latter 
may have a contractual right to re- 
ceive adequate information relating 
to the position of their interests. Since 
the consolidated statements present 
only the overall picture and do not 
distinguish between the financial data 
of the individual companies, they 
cannot serve this purpose. The infor- 
mation required is only available in 
the individual company statements. 


Area of Consolidation 


It is generally accepted that the 
actual circumstances rather than hard 
and fast rules as to percentage of 
stock ownership should be permitted 
to settle the matter of consolidation 
or non-consolidation. The relation- 
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ship between the holding company 
and each of its subsidiaries should be 
considered from the following as- 
pects: percentage of stock ownership, 
degree of control and nature of enter- 
prise. 

Usually at least 51% ownership of 
the voting stock is necessary for as- 
sured legal control. However, this 
does not necessarily constitute effec- 
tive control since the presence of a 
strong minority may make it impos- 
sible for the holding company to exert 
any material effect in the operating 
and financial policies of the subsidi- 
ary. Thus consideration should be 
given in each case to whether the 
holding company not only owns a 
controlling share of the capital stock 
but also has, in effect, an administra- 
tive control. 

Aside from the test of ownership 
and control, the way in which asso- 
ciated companies are related from an 
operating standpoint is often consid- 
ered as an important factor in de- 
ciding whether or not to prepare con- 
solidated statements. It is recogniz- 
ed that a composite picture of the af- 
fairs of a group of companies closely 
allied in their activities has more sig- 
nificance than a joint report for a 
varied collection of enterprises. 


Supplementary Statement No. 7, re- 
leased by the Committee on Account- 
ing and Auditing Concepts and Stan- 
dards of the American Accounting As- 
sociation, sets out the following 
examples of cases in which it may be 
desirable to exclude a subsidiary from 
consolidation: 


“1. The control by the parent com- 
pany is likely to be temporary, 
or is limited by legal restrictions. 

“2. A relatively large amount of non- 
voting common stock or of pre- 
ferred stock is held by the minor- 
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ity interest, with the result that 
a dominant central financial in- 
terest does not exist. 


“3. The balance sheet dates of the 
affiliates do not fall within a rea- 
sonably short period of time. If 
a central financial interest and 
administrative control exist, the 
balance-sheet dates should, if 
possible, be made compatible in 
order to permit inclusion of the 
affiliates in the consolidated 
statements. 


“4. With disturbed conditions in 
foreign countries, which may 
take the form of exchange restric- 
tions or unstable political or eco- 
nomic conditions, it may be desir- 
able to omit some or all foreign 
subsidiaries from consolidation. 
In any case, appropriate disclos- 
ure of the results of the results of 
foreign operations and of their 
status in the consolidated state- 
ments should be made.” 


Elimination of Inter-Company 
Transactions 

The general principle of consoli- 
dated statements is simplicity itself 
but its application gives rise to many 
difficult problems. The preparation 
of the eliminating entries and the dis- 
position of differences between am- 
ounts shown on parent and subsidiary 
books involve many questions of ac- 
counting principle. 


In the preparation of the consoli- 
dated balance sheet, inter-company 
receivables and payables are offset 
against each other and the inter-com- 
pany shareholdings are eliminated. In 
this latter process, the parent’s invest- 
ment in subsidiaries’ shares must be 
reconciled with the latter’s proprietory 
accounts and then cancelled against 
them. The treatment of inter-com- 
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pany bondholdings, reciprocal share- 
holdings and assets obtained from as- 
sociated companies must also be tak- 
en into consideration in the prepara- 
tion of the consolidated balance sheet. 
In accordance with the general prin- 
ciples of consolidation, inter-company 
sales and purchases are usually omit- 
ted from the consolidated statement 
of operations. This recognizes the 
theory that profits of the economic 
unit can be realized only by transac- 
tions with the outside public and not 
by transactions within the unit itself. 
Any material amounts of inter-com- 
pany profits in inventories, both at 
the beginning and end of the period, 
arising from purchases from other 
companies of the group at prices in 
excess of the actual cost to the selling 
companies, should be eliminated from 
the inventories included in the con- 
solidated statements. Other inter- 
company items to be eliminated in 
preparing a consolidated statement of 
profit and loss include interest on ad- 
vances by the holding company to 
subsidiaries, dividends paid by sub- 
sidiaries on stock held by the parent 
company, administrative service 
charges and commissions, etc. 


Situations such as sub-consolidation 
within the group, control of a sub- 
sidiary acquired over a period of 
time by acquisition of blocks of 
shares at various dates, and addition 
to investment through subscription to 
capital stock of subsidiaries, may pro- 
vide complications in the process of 
consolidation. 


Minority Interest 


Maurice Moonitz pointed out that 
“Minority interests are ever-present 
reminders that a completely unified 
area of integrated operations does not 
exist” and “The primary function of 
minority interest must be recognized 
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as a device for reconciling the con- 
ception of unified operations under- 
lying consolidated statements with 
the presence of outside interests in 
some of the units.” 


The equity of the minority share- 
holders, i.e. those outside the group, 
in the earnings, capital stock and 
surplus of subsidiary companies 
should be set out separately in the 
consolidated statements. It has been 
suggested that the disclosure should 
segregate the equity as between cap- 
ital stock and surplus, but in the ma- 
jority of published financial state- 
ments the minority interest is shown 
simply as one figure. The classifica- 
tion of this item varies with the con- 
cept upon which the consolidated 
statements are predicated. The 
equity theory views the statements as 
those of the parent company, in 
which it has substituted the net as- 
sets of the subsidiaries for the equity 
in the subsidiaries and a liability to 
outsiders for the amount owed to the 
minority interests in the subsidiary. 
This liability is set out before the 
shareholders’ equity section. The 
economic concept, on the other hand, 
regards the consolidated statements as 
those of one large enterprise in which 
capital is owned in part by the share- 
holders of the holding company and 
in part by the minority shareholders 
of the subsidiaries. Under this theory, 
the minority interests are included 
among the items making up the share- 
holders’ equity. 


Differences between Cost of 
Subsidiary Investment and 
Book Value of Net Assets 

The price paid by the holding com- 
pany in acquiring control of a sub- 
sidiary differs, in most cases, from the 
book value of the shares acquired. 
The nature of the difference depends 
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upon the circumstances relating to the 
acquisition of the shares. 

There is no particular problem in 
determining how the difference 
should be shown in the consolidated 
balance sheet if the holding company 
has only one subsidiary. If it can be 
determined that the difference repre- 
sents a valuation placed on specific 
assets above or below that recorded 
on the subsidiary’s books, the differ- 
ence should be allocated to the speci- 
fic assets concerned. However, if 
there is no evidence of variation in 
the valuation of specific assets, the ex- 
cess of cost over book value should be 
set out separately in the consolidated 
balance sheet, designated by an ex- 
planatory description such as: Excess 
of cost of shares of subsidiary over 
book value at date of acquisition. 
When the excess is considered to have 
paid for goodwill exclusively, it 
should be set out as a separate intan- 
gible asset on the consolidated bal- 
ance sheet with a properly descriptive 
designation. Sometimes, however, it 
is combined with the goodwill ap- 
pearing in the holding company’s 
books and described merely as “good- 
will”. 

There are two theories as to the 
treatment of the excess of book value 
over cost in similar circumstances. 
The first is that the excess credit, 
clearly described as the excess of 
book value of net assets of subsidiary 
at date of acquisition over purchase 
price, should be set out as a deduc- 
tion from the total assets. This in- 
terpretation is based upon the theory 
that the excess represents a provision 
for general over-valuation, estimated 
losses and shrinkage. The second 
theory is that excess credit should 
be shown as an item of shareholders’ 
equity based upon the principle that 
it represents an adjustment of the 
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shareholders’ interests in the consoli- 
dated net assets. 


The existence of more than one 
subsidiary may complicate the situa- 
tion somewhat. However, in strict 
conformity with the entity point of 
view, the purchase of all subsidiaries 
should be looked upon as a single 
transaction. The consolidated bal- 
ance sheet should show only the net 
difference even though it represents 
the sum of several heterogeneous 
items. Jennie M. Palen has pointed 
out that “It is fairly usual practice to 
offset the excesses of book value over 
cost of any of the companies’ stocks 
against excesses of cost over book 
value of stocks of the other companies 
and vice versa, treating the net excess 
as an intangible or as a credit in the 
equity section as the case may be.” 


Limitations of Consolidated 
Statements 


Although consolidated statements 
are a very useful device for providing 
a bird’s-eye view of a group of indi- 
vidual corporations operated as a 
single enterprise, they have certain 
limitations. The consolidated balance 
sheet, being a grouped balance sheet, 
does not distinguish between the lia- 
bilities of the different companies in 
the group and does not show separ- 
ately the assets to which the creditors 
must look for discharge of these lia- 
bilities. Consequently, it does not 
adequately serve the needs of the 
bondholders and creditors of the 
holding company. 

There is no indication in the con- 
solidated statements as to relative po- 
sition and operating results of the in- 
dividual companies making up the 
group. The overall picture may be 
completely distorted by the excessive- 
ly weak or strong position of an in- 
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dividual subsidiary. One subsidiary 
may be producing a substantial pro- 
portion of the total income of the 
group, yet because of a heavily in- 
vested position it may be unable to 
declare dividends. In the consolida- 
tion, however, its poor current posi- 
tion may be offset by the good cur- 
rent position of another subsidiary 
which may conceivably have no re- 
tained earnings. The consolidated 
statements will then show a good 
earnings and good current position 
but will not disclose the fact that the 
holding company is unable to collect 
those earnings in cash. The holding 
company’s shareholders cannot get, 
from the consolidated statements, a 
true picture of the immediate position 
as regards surplus available for divi- 
dends. In addition, they are not 


made aware of the existence of sur- 
plus which, according to tax regula- 
tion, may be considered to be “desig- 
nated surplus” and which would 
therefore attract taxation if it is 
transferred as dividends. 


The common methods of analysis of 
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financial statements have limited sig- 
nificance when applied to the consoli- 
dated statements. Financial ratios 
designed to throw light on earning 
power, immediate and ultimate sol- 
vency, operating efficiency, etc. are 
necessarily weighted averages which 
may be in no way typical of the vari- 
ous consolidated companies. Some- 
times, also, the method of determin- 
ing the individual figures that are to 
be included in the consolidated state- 
ments may not be comparable. For 
example, the classification of accounts 
may vary between companies, the 
basis of valuation of assets may be 
different, and the period of time cov- 
ered may vary somewhat. If data 
which are not homogeneous are com- 
bined without adjustment or explana- 
tion, the result may be incomprehen- 
sible or actually misleading. The bur- 
den of responsibility resting on the 
shoulders of the accountant is not 
lightened by these and other diff- 
culties in applying the simple general 
principle of consolidation referred to 
earlier in this discussion. 
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BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


DesicNInG A PENSION PLAN 

Today, more than ever, employee 
welfare plans of all types are a major 
consideration which no employer can 
afford to neglect. Never has there 
been more emphasis placed on the 
long-term welfare of the employee. 
Such benefits as the “guaranteed an- 
nual wage”, “paid vacations”, “hos- 
pital and sickness insurance” and 
“pension plans” are becoming the rule 
rather than the exception. Of them 
all, the pension plan is probably the 
most difficult to design properly, be- 
cause it must, of necessity, be tailor- 
made to suit the particular needs of 
the employer and the employee group 
concerned. It is useless to attempt 
to draft a model pension plan to suit 
all cases. However, a discussion of 
the mechanics of preparing such a 
plan might be of interest. 

Necessarily the first step is to define 
the area to be covered. One of the 
simplest ways to do so is to ask: 
“What does the company hope to gain 
or accomplish by the establishment 
of a pension plan?”. The answer to 
this question will establish limitations 
within which the work can be direct- 
ed. Such limitations should be clear- 
ly defined in order to avoid wasted 
time and effort in exploring areas 
beyond their scope. Furthermore, if 
the answer is complete it will em- 
phasize those features which should 
receive particular attention. 


Once the general purpose and 
scope of the proposed plan have been 


agreed, detailed consideration can be 
given to the various requirements of 
the plan. The most convenient meth- 
od for this phase is to prepare a check 
list of the requirements and to review 
each in its logical sequence. Accord- 
ingly, while individual requirements 
will differ, here is a standard check 
list, which, if followed, will cover the 
pertinent factors. There are six main 
headings: 
I. Eligibility and Coverage 

II. Retirement Age 

III. Benefits 

IV. Contributions 

V. Disability 

VI. General. 


Each of these headings is capable of 
considerable further break-down. The 
first “Eligibility and Coverage” can be 
subdivided as follows: 


a) Salaried employees: 

(i) definition of, 

(ii) service, age, or compensa- 
tion requirement, 

(iii) coverage a condition of em- 
ployment, i.e. is participation 
in a contributory plan man- 
datory?, 

(iv) conditions on severance, re- 
employment, military or au- 
thorized leave, etc., 

(v) special considerations if an 
employee of an acquired 
company. 

b) Hourly-paid employees: 

Clauses (i), (ii), (iv) and (v) 

above will have to be considered 
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and, in addition, any labour con- 
tract requirements provided for. 
A review of these items will deter- 
mine what employees will be covered 
and the specific conditions which 
must be met to establish their eligibil- 
ity under the plan. 


The second topic “Retirement Age”, 
which will almost invariably lead to 
lively discussion, may be expanded 
under the following sub-titles: 


(a) Normal retirement, 
(b) Early retirement, 
(c) Postponed retirement. 


These factors must be studied in re- 
spect of both hourly-paid and salaried 
employees. In addition, while the 
sub-titles are indicative only, such 
matters as different retirement ages 
for male and female employees, the 
credit, if any, to be given for service 
after normal retirement age, and the 
authority required to permit postpon- 
ed retirement must also be decided. 


Under “Benefits” the most signifi- 
cant decisions of all, apart from the 
primary decision to have a pension 
plan, must be made. The general 
topic can be divided into a number 
of aspects as follows: 


a) Benefits for both salaried and 
hourly paid employees in respect 
of: 

(i) future service, 

(ii) past service, 

(iii) maximum and minimum, 

(iv) options (with respect to 
settlement). 

b) Benefits (if any) to widows and 
survivors. 


c) Benefits (if any) on death or sep- 
aration including: 
(i) vesting, 
(ii) severance benefits, 
(iii) if contributory, return of em- 
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ployee contributions with or 
without interest. 
d) Extension of other welfare plans 
to cover pensioners. 


e) Integration of benefits with any 
government old-age pension plans. 


Such questions as vesting, survivors’ 
benefits, minimum pensions, and the 
actual benefit rate for past and future 
service must all be reviewed in light 
of the overall aims of the plan, and 
policy with respect to all these items 
must be determined. 

The fourth topic “Contributions” 
points up immediately a_ subject 
which has been referred to only in the 
most cursory fashion so far. Is the 
plan to be contributory or not and, if 
contributory, is it to be compulsory? 


Whether contributory or not, how- 
ever, there are a number of other 
points to be considered, such as: 


a) Contributions by employer: 

(i) amount for future service — 
how determined and how 
paid, 
amount for past service — 
how determined and how 
paid, 

(iii) option to suspend, increase 
or decrease, or discontinue, 

(iv) the method of financing the 
plan, — whether the contri- 
butions will be used to es- 
tablish a trusteed fund or 
used to provide insured pen- 
sions, etc. 


(ii) 


b) If contributory, contributions by 
employees: 


(i) amount — how determined, 
(ii) amount — how paid (by de- 
duction from pay?), 
(ii) amount for past service, 
(iv) provision for payments dur- 
ing any lay-off or similar 
temporary work suspension. 











ADMINISTRATIVE ACCOUNTING 


As a prelude, of course, to any de- 
cisions the company must determine 
how much it can and will pay toward 
the support of a pension plan. 
Another area to be fully explored is 
the addition of disability features to 
the overall pension plan. Here the 
following factors must be assessed: 


(a) The cost of any disability provi- 
sions, 

(b) What constitutes disability, 

(c) Eligibility for benefits, 

(d) Amount of benefits, 

(e) Nature of the effect on attaining 
normal retirement age, 

(f) Recovery from disability, 

(g) Periodic reports on disability. 


Again, of course, the position oppo- 
site any labour contracts in force must 
be taken into account before any final 
decisions are made. 

While the points already discussed 
cover the main steps in the prepara- 
tion of a pension plan, there are a 
number of other items, some of con- 
siderable importance, which should 
also be fully analyzed. For instance, 
the plan must be so drafted as to re- 
ceive the necessary approval of the 
appropriate government authorities in 
order to permit deduction of the em- 
ployer’s contributions as allowable ex- 
penses for tax purposes. Where the 
plan is contributory such approval is 
also necessary so that employees may 
take full advantage of their contribu- 
tions for tax purposes. Hence, it is 
extremely important that those re- 
sponsible for the drafting are thor- 
oughly familiar with the pertinent 
legislation and regulations. 

A brief reference was made to the 
method of financing under the head- 
ing of “Contributions”. This is, of 


course, a matter which necessitates 
considerable research and study. No 
company is anxious to pay any more 
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than is necessary to provide pensions. 
Similarly each employee wishes to get 
as much as possible for any dollars 
which he may pay towards the pro- 
vision of a pension. A great deal has 
been written on this subject, and a 
recent change in governmental think- 
ing was indicated in the budget 
speech of the Minister of Finance on 
March 20, 1956. In the past it has 
been a governmental requirement 
that investments by a self-administer- 
ed trust be limited to those which are 
permissible for insurance companies. 
It now appears that this limitation 
will be removed and that trustees will 
be free to make any investments they 
see fit. 

Under the heading of general 
topics, a few words about the admin- 
istration of the pension plan might 
be appropriate. In most cases, a pen- 
sions committee is set up with au- 
thority to administer the plan and to 
make such necessary regulations as 
are consistent with the terms of the 
plan. Usually it is advisable to give 
the committee power to make final 
and binding decisions in all matters 
involving the interpretation and ap- 
plication of the plan. If such a step 
is not taken, much that is purely ad- 
ministrative has to be set out in the 
actual plan, and even so, many areas 
will be left incompletely or incon- 
clusively covered. Another advant- 
age in assigning the administration to 
a committee is that changes can be 
made in the operating details where 
no principle is involved without a re- 
vision of, or amendment to, the plan 
itself. 

Drafting a pension plan is a com- 
plex question, and in most cases it 
will be found that specialized help is 
desirable. As in most complex fields, 
a number of excellent consultants are 
available, and even if they do not act- 
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ually draft the plan, it is good to have 
them check on the validity of one’s 
own conclusions. 


Many of the decisions are hinged 
on the cost to the company or to the 
employee. Here again a specialist 
can save a company time and worry, 
since the cost in most cases is related 
to the number of employees, salary 
and wage trends, probable number of 
pensioners, and probable interest 
rates. It is only sensible, therefore, 
to use an actuary where calculations 
of this type are involved. 


This has been essentially a review 
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of the mechanical problems involved 
in designing a pension plan, although 
some discussion of basic principles 
has been necessary because in some 
areas the mechanics vary with the 
principles followed. For example, 
a contributory plan introduces a num- 
ber of additional policy problems and 
is much more complicated mechani- 
cally than a non-contributory plan. 
However, it should be stressed that 
any discussion of principles has been 
purely incidental. The main inten- 
tion of this department has been to 
outline an approach to the task of 
designing a pension plan. 


MODERN TIMES 


At a recent cocktail party, two middle-aged men became involved in 


conversation. 


One was a professor of economics at a major American uni- 


versity. The other was a professor of mechanical engineering at a famous 


Institute of Technology. Their talk touched upon both their fields. 


discussed the economy of progress. 


They 


“How do you wash your nylon shirts?” asked the one. 


“Very simple,” answered the other. 


“I wash them with a nylon tooth 


brush. Nylon on nylon is very gentle. And it gets the smudges off collars 


and cuffs.” 


They also discussed plumbing, floor polishing, and cooking, glorying in 
the fact that progress has so simplified matters that all these things could 


now be done by themselves. 
advertent sigh. 


“Why the sigh?” asked the other. 


But in the end one of them gave off an in- 


“Well,” was the reply, “I just thought that, fifty years ago, we would 


have had maids. 


Instead of using our time washing, plumbing, or cooking 


like unspecialized pioneers, we might have become better economists and 
engineers. In addition, our shirts would have looked pressed, and our meals 
would have tasted better. And instead of discussing housework at a party 
of scholars, we might have discussed the classics.” 
— From“The Aspirin Standard — or How to Measure 
Living Standards”, by Leopold Kohr in The 
Business Quarterly, Summer 1956. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


SALE AND LICENSING OF PATENTS 


A patent of invention may be either 
a capital asset or a current asset, de- 
pending on the nature of its owner's 
business. If capital, any gain made 
on its sale will be of a capital nature 
and non-taxable; if current, the gains 
will be made on revenue account and 
therefore within the charge of the In- 
come Tax Act. The above observa- 
tions are elementary matters of taxa- 
tion law. 

In point of fact there is no specific 
provision in Part I of the Income Tax 
Act concerning the taxation of pay- 
ments received in respect of patents 
though section 6(j) bears on the 
question. That provision declares 
that the following shall be included 
in the computation of income: 

Amounts received by the taxpayer in the 

year that were dependent upon use of 

or production from property, whether or 
not they were instalments of the sale 

price of the property... . 

This provision is broad enough in 
its terms to bring within the fold of 
taxation even a capital receipt given 
for the purchase of a patent if it is 
calculated or determined by reference 
to the user of the patent. 

Where, however, the amount paid 
for a patent is not dependent on the 
user of the patent, section 6(j) has no 
application, and the question to be 
resolved in such a case is whether the 
sum in the recipient’s hands is of a 
revenue or capital nature. Let us 
now examine some of the cases. 

In Collins v. Firth-Brearly Stainless 


Steel Syndicate Ltd. (1926) 9 Tax 
Cas. 520, a company was formed to 
exploit certain patents relating to the 
manufacture of stainless steel. The 
company acquired patent rights in a 
great many countries and_ granted 
licences to various other manufactur- 
ers in return for royalties. In two in- 
stances, however, the company made 
an outright sale of its patent rights in 
two foreign countries. On a tax ap- 
peal concerning the taxability of the 
consideration received by the com- 
pany for these sales the Court held 
that the sums in question were not 
receipts of the company’s trade but 
capital sums. Yet in one sale the con- 
sideration included, in addition to a 
lump sum, an annual payment of 
£1000 for the life of the patent. 


The decision in this case may well 
be contrasted with that in Rees Ro- 
turbo Development Syndicate Ltd. v. 
Ducker (1928) 18 Tax Cas. 366. In 
the latter case a company was formed 
for the purpose of acquiring patents, 
granting licences for their use, and 
turning them to account. Its nor- 
mal method of business was to grant 
licences to use its patents to foreign 
licensees in return for royalties. In 
one instance, however, a foreign li- 
censee exercised an option to buy the 
foreign patent rights outright. It was 
held that the consideration received 
by the appellant company on such 
sale was, in the circumstances, a trad- 
ing receipt and not a capital sum. The 
Court was of the opinion in all the 
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circumstances of this case that the 
sale of patent rights was, although not 
the normal practice of the company, 
clearly contemplated by the company 
as part of its business. 


In Constantinesco v. The King 
(1927) 11 Tax Cas. 730, the Crown, 
in the exercise of wartime powers, 
used a patented invention for the 
manufacture of some 27,857 gears 
during a certain period. Following 
the war the patent owner was award- 
ed a lump sum payment in compensa- 
tion. It was held that the sum award- 
ed was income to the recipient. 


In Mills v. Jones (1929) 14 T.C., 
the facts were similar except that the 
amount awarded was declared to be 
for future user as well as for past 
user. It was contended on behalf of 
the patent owner that the amount 
awarded for future user was capital 
and not income. It was held by the 
Court of Appeal that the sum in ques- 
tion was for user of the patent, which 
circumstance alone sufficed to fix it 
with an income quality. 


In Jones v. Com’r of Inland Rev- 
enue (1919) 7 Tax Cas. 310, exclu- 
sive rights to a patent were sold for 
10 years for a lump sum plus a royal- 
ty of 10% of the sale price of all ma- 
chines constructed under the patent 
during the 10 years. It was held by 
Rowlatt J. that the royalties were of 
an income nature even though given 
in consideration of a sale. Said he: 
an annual sum dependent on the vol- 
ume of business done has an income 
quality. Cf. ITA s. 6(j). 


In Pope Appliances Co. v. Min. of 
Customs & Excise (1926) CTC 815, 
a company granted licences for the 
use of its patents in the manufacture 
and operation of certain machines in 
return for a royalty based on the vol- 
ume of production from the ma- 
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chines. The royalties were of an in- 
come quality, held Maclean J. of the 
Exchequer Court of Canada, citing 
Constantinesco v. The King, and 
Jones v. C.I.R., supra. 


In Desoutter Bros. Ltd. v. Hanger 
& Co. [1936] 1 All E.R. 535, a com- 
pany granted a non-exclusive licence 
to use a patent for 5 years for a lump 
sum, and it was held that the receipt 
was capital and not income. 


In Rustproof Metal Window Co. v. 
C.1.R. (1947) 29 Tax Cas. 243, a com- 
pany granted a non-exclusive licence 
for the use of its patent in the manu- 
facture of a maximum number of 
products. The consideration was a 
lump sum of £3000 plus a royalty of 
8d per item produced. No question 
arose in regard to the royalty which 
was conceded to be income to the re- 
cipient. It was held, however, that 
the lump sum payment was also of an 
income nature having regard to the 
facts: (1) that the licence was non- 
exclusive, (2) that it was granted for 
a specific purpose and limited to a 
certain maximum number of products, 
and (3) that the time required for the 
last-mentioned purpose was short. 
Said their Lordships: a lump sum 
payment paid for the right to use a 
patent is not necessarily a capital pay- 
ment; it depends on circumstances. 

In British Samson Aero Engines 
Ltd. v. C.I.R. (1938) 22 Tax Cas. 29, 
a French company gave a British 
company an exclusive licence to use 
its patent within the British Common- 
wealth for 10 years. In consideration 
for the licence the British company 
agreed to pay the French company 
£25,000 in three instalments plus 
£2500 a year during the term of the 
licence. On a tax appeal it was held 
that the £25,000 was a capital sum 
but that the annual payments of 
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£2500 a year were income payments 
and chargeable to tax. Upon a con- 
sideration of all the facts the Court 
came to the conclusion that the £25,- 
000 was given in consideration for 
the grant of exclusive rights within 
the British Commonwealth and that 
the annual payment was in considera- 
tion for the user of the patent. No 
weight was attached to the circum- 
stance that the annual payments were 
not measured by the extent of use of 
the patent. 

In Margerison v. Tyresoles Ltd. 
(1942) 25 Tax Cas. 59, various garage 
proprietors throughout Britain enter- 
ed into contracts with appellant com- 
pany for the installation and opera- 
tion of the company’s patented tire 
retreading machines in their respec- 
tive garages. The garage proprietors 
paid the company a lump sum and 
the company gave the proprietors a 
special discount from its prices. In 
each case the company covenanted 
not to make similar arrangements 
with other garage proprietors within 
the same area. The company was as- 
sessed to income tax in respect of the 
lump sum payments which it received 
from the garage proprietors, and on 
appeal it was held that they were 
capital sums and not chargeable, the 
Court being of the opinion that the 
sums were given for exclusive rights 
within the garage proprietors’ respec- 
tive areas. The company was in the 
business of retreading tires, the Court 
found, not in the business of dealing 
in restrictive covenants. 

In Brandwood v. Banker (1928) 14 
Tax Cas. 44, a seller of dyeing ma- 
chinery who owned certain patented 
dyeing processes sold machinery to 
several companies and, for additional 
lump sum payments in each case, also 
sold them the exclusive right to use 
the machinery and the patented pro- 
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cesses within specified areas for speci- 
fied times. Rowlatt J. held that the 
amounts paid for the machinery were 
(as they were admitted to be) rev- 
enue receipts but also that the addi- 
tional rights sold were merely conse- 
quential on the sale of the machinery 
and that the sums given therefor 
were revenue receipts also. 

In British Dyestuffs Corp. v. C.LR., 
12 Tax Cas. 586, two large interna- 
tional chemical corporations entered 
into an elaborate convention to regu- 
late their relations, one of the terms 
of which provided that one company 
should pay the other an annual sum 
for the use of certain of the latter’s 
patents within the former’s territory. 
The Court held that the sums re- 
ferred to were given not on capital 
account but on revenue account by 
the payer. They were not paid to 
purchase anything, said the Court, 
but were in consideration for the 
profits to be derived by the payer 
from the working of the convention 
and were thus in respect of the pro- 
fits from the trade or business covered 
by the convention. 

Cases dealing with patents must be 
clearly distinguished from cases re- 
lating to “know-how”, which is not a 
right of property recognized by the 
law. In Handley Page v. Butter- 
worth (1935) 19 Tax Cas. 328, a 
British aircraft company made its 
secret knowledge available to other 
manufacturers at the behest of the 
Government. It was eventually 
awarded an ex gratia payment for do- 
ing so, and assessed to income tax 
in respect thereof. It was held that 
in making known its secret knowledge 
to its competitors the company sur- 
rendered the whole substratum of its 
property, which was of a capital na- 
ture and that the payment received 
therefor was not chargeable. 
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MAGAZINE ARTICLES 
ACCOUNTING 
“How TO sTART A BUDGET PROGRAM IN 
AN ESTABLISHED COMPANY NOT USED 
To Bupcetinc” by A. O. P. Leubert, 
New York Certified Public Account- 
ant, May 1956, pp. 279-284. 


While recognizing that in starting 
and installing a budget program a 
small company faces particular prob- 
lems not faced by large companies, 
Mr. Leubert, a corporation treasurer, 
observes that in many instances a 
budget program fails through the set- 
ting of objectives not attainable with- 
out the guidance of an experienced 
budget director. 


In this paper he discusses four 
basic phases which he believes any 
controller should follow, always as- 
suming, of course, that top manage- 
ment has endorsed the need for a 
budget. These are the analysis of past 
operations, discussion with operating 
personnel, the first report, and sub- 
sequent reports and follow-up. An 
illustration of their application in a 
manufacturing department and in a 
sales department follows. 

For the controller charged with the 
responsibility of starting a budget 
program in a company, the author 
offers the following words of caution: 

“]) Don’t rush the program beyond 
the capacity of the operating personnel 
to absorb it. 

2) Don’t complicate reports with un- 
necessary data and calculations. 

8) Don’t forget that operating person- 
nel are not trained financial experts. 


BY PETER C. BRIANT, B.COM.., C.A. 


Assistant Professor, 
McGill University 


4) Don't be impatient with slow 
progress in expanding the program. 
5) Don’t use accounting terminology 
where shop language serves just as well. 
6) Don’t forget that the program must 
be sold to operating men and that they 
must know the reason why... .” 


EDUCATION 

“THe INTERNAL AUDIT ASPECT OF THE 
GENERAL ELECTRIC TRAINING PrO- 
GRAM’ by R. L. Knight. The Internal 
Auditor, June 1956, pp. 30-39. 


This article describes the training 
program of a successful corporation, 
with particular emphasis on the role 
of the audit staff as a proving ground 
for future executives. Judging from 
some of Mr. Knight’s comments, most 
of his company’s program could quite 
easily be adapted for staff training in 
any professional accounting firm. 


The success of General Electric’s 
training program depends, for in- 
stance, on the proper selection of per- 
sonnel. According to the author, the 
company’s avowed aim is to recruit 
from the top 10% of university grad- 
uating classes in all faculties, with the 
applicants evaluated on the basis of 
scholastic ability, extra-curricular ac- 
tivities, personality, social adaptabil- 
ity and leadership. 

“On-the-job training” and formal 
course work are the two branches of 
the training program itself. Worthy 
of note is the fact that the classes 
themselves are limited to eight stu- 
dents for each instructor — a much 
better ratio than most universities 
manage to attain. 
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Students-in-accounts, who perhaps 
may be excused for some loss of in- 
itiative at this time after a long winter 
of overtime and course work, should 
draw new inspiration from Mr. 
Knight’s observation that his company 
considers the auditing department 
provides the best training ground for 
future executives. It appears, in fact, 
that the very top graduates of the 
business training course are assigned 
to the travelling audit staff. Surely, in 
that case, a professional accounting 
firm, with the opportunity it presents 
to obtain the most diversified experi- 
ence, must be the very best place in 
which to prepare for a business or 
professional career. 


EQUIPMENT 


“AN ELECTRONIC DaATA-PROCESSING 
System” by W. A. Bagley. The Con- 
troller, May 1956, pp. 216-221. 


This is a case study of the installa- 
tion of electronic equipment in an in- 
surance company having $2 billion of 
life insurance, spread over 350,000 in- 
dividual policies. 

It took 21 months to arrive at a 
definite decision to buy after pains- 
taking research into the many aspects 
of the problem, reports Mr. Bagley. 
Another two years were needed be- 
fore the equipment was installed and 
ready for operation. 


In the interim, personnel were 
trained for programming and coding. 
On this point, the author concludes 
“it is much easier to teach program- 
ming to someone who knows life in- 
surance than .. . . to teach life insur- 
ance to an experienced programmer.” 

Arrangements were made for hous- 
ing the new installation. Bagley ob- 
serves in this regard that any com- 
pany going into electronics must ex- 
pand in order to contract. In his own 
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company, 7000 square feet of addi- 
tional space had to be found to house 
the new equipment, but once the con- 
version was completed 10,000 square 
feet of space were made available 
from replaced job stations. 


Mr. Bagley concludes this informa- 
tive narrative with a word of advice. 
The major problem for most com- 
panies, he writes, will not lie in select- 
ing a specific system but in deciding 
whether any such system is economic- 
ally feasible. 


MANAGEMENT 


“EXECUTIVE COMPENSATIONS: DE- 
VELOPING A BALANCED PROGRAMME” 
by Dean H. Rosensteel. The Manage- 
ment Review, May 1956, pp. 388-399. 

Of 3,000 companies participating in 
an A.M.A. Executive Compensation 
Survey from 1954-1955, 45% reported 
the use of some form of incentive 
compensation for executives, states 
Mr. Rosensteel, Director of the 
A.M.A. Executive Compensation Ser- 
vice. The increase in the number of 
these plans, which were virtually non- 
existent in the 1930’s, he attributes to 
the rise of the professional business 
manager and the concurrent decline 
of the owner-manager. 


One-third of the plans currently in 
use are said to be completely discre- 
tionary as to the source and amount 
of the fund and the time and method 
of payment. In the typical fund, how- 
ever, 10% of profits before taxes is set 
aside after having provided for a 6% 
return on invested capital. The author 
warns that no matter what plan is 
used, the formula should provide an 
amount that will offer a continuing 
incentive to the participants. 

A study of the history of execu- 
tive incentive compensation is said to 
reveal a steady trend towards an in- 
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crease in the number of participants 
and in the amounts involved. For ex- 
ample, about 20% of current plans in- 
clude senior officers and key execu- 
tives only, while in 40% of the cases 
supervisory personnel down to the 
rank of foremen are included. Aver- 
age incentive payments are reported 
to range from 15% to 20% of salary for 
middle management and from 40% te 
50% of salary for top management 
positions. In Mr. Rosensteel’s opinion, 
incentive compensation of less than 
10% of salary will not produce extra 
effort; more than 50% he considers to 
be superfluous. 


PROFESSIONAL 


“PRACTISING ACCOUNTANTS CosTING 
Recorps” by J. M. Tennent. The 
Accountant, June 2, 1956, pp. 614-618. 


Mr. Tennent urges all accounting 
firms whether large or small to keep 
weekly cost records to maintain con- 
trol over rising expenses and to 
obviate the need for estimating costs 
over extensive periods when billing 
clients for services rendered. 


He describes and illustrates with 
specimen records a simple system 
that any Canadian accountant could 
easily adopt for his own office. It 
allows for the accumulation of infor- 
mation in the client’s time ledger 
either in hours worked or in mone- 
tary cost. Inserting the agreed fee as 
the initial balance and subtracting all 
subsequent postings therefrom to 
show the new limit of expendable 
time theoretically permitted for the 
completion of the job is Mr. Tennent’s 
most noteworthy suggestion. 


“THE DEVELOPMENT OF MANAGEMENT 
Services” by Roger Wellington. The 
Journal of Accountancy, June 1956, 
pp. 57-59. 


Any firm of public accountants can 
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be in a position to perform manage- 
ment services effectively for their 
clients, asserts Mr. Wellington, a part- 
ner in a New York accounting firm. 
To support his claim, he submits the 
following program for use by any firm 
planning to enter the field: 

1) The partners must decide whether 
the approach will be through developing 
the internal uses of accounting to serve 
the needs of management generally or 
whether specialists will be developed by 
areas or industries. 

2) The partners should prepare a 
long-range program of individual train- 
ing for staff members assigned to the 
work. This entails acquiring part- 
ners and staff who have the right per- 
sonal qualifications for management ser- 
vices; clarifying individual responsibili- 
ties within the firm for promoting the 
development; expanding the firm’s library 
facilities; and setting aside time for re- 
search and conferences on management 
problems. 

3) Determine the areas in which in- 
dividual clients may need professional as- 
sistance. 

4) For each such client develop a plan 
covering all possible aspects of his or- 
ganization and operations. 

5) Approach the client and discuss the 
way in which you can serve him. 

6) Prepare a work schedule for the 
job, with a definite schedule for the com- 
pletion of its various phases. 

7) Reach an early agreement with the 
client regarding the rates to be charged 
and the rendering of the bills. The 
author recommends monthly billing for 
services to date owing to the difficulty of 
forecasting a stopping point for work of 
this kind. 


SYSTEMS 

“Wuat it MEANS TO INTEGRATE DaTA 
Processinc” by Lansdale Boardman. 
NACA Bulletin, June 1956, pp. 1191- 
1198. 


So many of us have inadvertently 
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come to identify “integrated data 
processing” with modern electronic 
equipment that Mr. Boardman’s 
article comes as a timely reminder 
that the phrase refers not to a type of 
machinery but to a method of ap- 
proaching the problem of processing 
or handling information. The basic 
aim of I.D.P., he points out, is to re- 
duce to a minimum the manual re- 
transcription of data while processing 
information through the various 
necessary steps. 


Carbon paper, punched tape, peg- 
boards, bookkeeping machines, and 
punched card machinery are some of 
the steps he identifies in the progress 
of data processing in office and ac- 
counting routine. The forms of equip- 
ment available for integrated pro- 
cessing of data are listed: duplicating 
processes, punched card methods, 
punched tape and electronic equip- 
ment. 


To the industrial accountant con- 
sidering the introduction of I.D.P. 
into his own office, ‘Mr. Boardman 
advises that the recommendation 
should not be made solely on the 
basis of a study of the technical de- 
tails of the organization’s present sys- 
tems. He suggests that the following 
items should first be reviewed: the 
availability and adequacy of informa- 
tion prepared for management; the 
reliability of basic data for reports to 
management; and the appropriateness 
of the company organization. Then, 
on the basis of this analysis, he says, 
the accountant may be in a position 
to recommend the integration of data 
processing in conjunction with other 
changes in company methods and or- 
ganization. 

Boardman’s most significant point is 
very simply that in connection with 
any systems problem the accountant 
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should not act in the role of a ma- 
chine technician. The primary task, 
he writes, is to make an objective ap- 
praisal of the requirements of the 
business for information and of the 
methods of assembling data to supply 
this information. 


BOOK REVIEWS 


Report Writing for Accountants by 
Jennie M. Palen. Prentice-Hall Inc., 
New York, 1955, pp. 602, $9.25 

The public accountant is greatly 
handicapped if he cannot express his 
views clearly to someone not trained 
in accounting. His reports will too 
often be dull, ambiguous and down- 
right ungrammatical. 

This book is a detailed exposition 
of how accountants’ reports should be 
written, and the author, who has had 
21 years experience as a report re- 
viewer for a large firm of public ac- 
countants, reveals a thorough knowl- 
edge of her subject. 

Her introduction on the use and 
structure of the audit report is follow- 
ed by 18 chapters of detail on the 
presentation of individual items in the 
various financial statements. The 
latter are informative although they 
do not present much that cannot be 
found in a good auditing text. The 
treatment of the “Statements of 
source and application of funds” is 
not up to the high standard of the 
rest of the book because the examples 
given are not the best found in pub- 
lished statements. However, the 
presentation of a statement of funds 
in graphic form, taken from the state- 
ments of General Mills Inc., is ingeni- 
ous. There are also three excellent 
chapters on the auditor’s opinion, 
with useful instances of qualifications, 
exceptions and _ explanatory _ state- 
ments. 








168 





The chapters entitled “Writing the 
Comments” and “The Right Word” 
give invaluable illustrations of good 
and bad uses of grammar, punctua- 
tion, phraseology and sentence con- 
struction. It is stimulating to see how 
a wordy, obscure sentence can be re- 
vitalized by the elimination of un- 
necessary words and a little re- 
arrangement. 


This book should be read in full 
by young practitioners. Those who 
are more experienced may not get 
many new ideas on report content, 
but are sure to gain much from the 
chapters on writing technique and 
choice of words. 


H. C. Dixon, F.C.A. 


Canada’s Century (revised edition) by 
D. M. LeBourdais. McClelland & 
Stewart Ltd., Toronto, 1956, pp. 208, 
19 illust., $5.00 

In “Canada’s Century”, published in 
1951, D. M. LeBourdais made it plain 
that the potentialities of Canada’s 
basic industries were truly staggering. 
This prophecy has been fulfilled to 
such an extent by the impressive eco- 
nomic progress of the last five years 
that the original work is now out of 
date and Mr. LeBourdais has re- 
written his book to keep pace with 
developments. 

The Plains oilfields, once thought of 
as exclusively Albertan, stretch today 
from Manitoba to British Columbia. 
Iron mining in 1951 was almost in- 
* consequential and now Canada, 
through her vast deposits in Quebec- 
Labrador and at Steep Rock, is 
among the iron producing centres of 
the world. There is the aluminum 
project at Kitimat, nickel at Lynn 
Lake in Manitoba, uranium at Al- 
goma, copper zinc at Manitouwadge, 
major base metal discoveries in New 
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Brunswick and the new boom town of 
Chibougamou, only 325 miles north of 
Montreal, to name but a few recent 
developments. 


Mr. LeBourdais has written an ex- 
citing book of Canada’s known assets 
supported by excellent photographic 
illustrations. It should be put on the 
list of required reading, especially by 
members and those aspiring to mem- 
bership of a profession so closely 
allied to the country’s economic de- 


velopment. 
R.E. 


BOOKS RECEIVED 
“The Theory and Technique of Cost 
Accounting in the Hosiery Industry”. A. 
Weyman Patrick. Bureau of Business Re- 
search, School of Business Administration, 
University of Michigan, 1956, pp. 229. 
“Key to Income Tax 1956/57—Budget Edi- 
tion”. Taxation Publishing Company, Lon- 
don: pp. 220; 10/5d post free. 
“Cost Reduction”. The Institute of Cost and 
Works Accountants, London; pp. 49; 6/- 
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THE QUESTION CORNER 


Company X< is in its first year. At 
least bookkeeping-wise it is strictly a 
one-man operation. The secretary- 
bookkeeper accepts the orders, hands 
the finished product to the customer, 
prepares the invoices, issues occasion- 
al credit notes, collects payments in 
cash or by cheque, deposits these 
payments, reconciles the bank ac- 
count, and performs all bookkeeping 
entries incidental to these and all 
other transactions. The same secre- 
tary is also a signing officer; no sig- 
natures of other signing officers need 
be obtained except for the signing of 
cheques. 

In other words, there is at least as 
far as revenue is concerned no system 
of internal check or control whatever 
in existence. 

In the absence of any internal con- 
trol and under circumstances where 
it is impossible by other means for 
the auditor to satisfy himself that all 
revenue earned has been so recorded, 
must the auditor's report be quali- 
fied? 

Under the same circumstances is it 
acceptable — as a way out, so to 
speak — to refer in the report merely 
to the balance sheet omitting any 
reference to an opinion on the income 
statement of the company? 


—H. G., Calgary. 


Editor’s Reply 
The answer to this question will 
depend in part upon the type of re- 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


port which the auditor will make. In 
other words, is the auditor reporting 
to shareholders or to creditors, or will 
his report be directed merely to the 
proprietor, as may be the case in a 
single proprietorship business? A 
qualification of an auditor’s report 
is a rather different matter when the 
statements are to be circulated among 
interested third parties, and before 
taking this step the auditor will have 
first attempted to persuade the man- 
agement to repair the deficiencies to 
which he takes exception. If, on the 
other hand, the auditor’s report is to 
the proprietor only, the proprietor 
may be content with an important 
qualification in the auditor’s opinion 
as an alternative to the additional 
expense or personal inconvenience of 
avoiding it. 

Even though there is a lack of in- 
ternal control, an auditor may be 
able to satisfy himself of the sub- 
stantial accuracy of the records and 
of the fairness of the financial state- 
ments prepared from them. The de- 
tailed checking which he does will, 
however, have to be more extensive. 
The auditor has recourse to various 
external and other checks in verifying 
revenue, such as accounts receivable 
confirmations, surprise. cash counts, 
the preparation of bank reconcilia- 
tions, reconciliation of the purchase 
records (in quantities) with the sales 
records, and the gross profit test. 

It may also be possible to intro- 
duce some degree of internal control 
by persuading the proprietor (as an 
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alternative to higher audit fees and 
also for his own information) to play 
a more active role on the adminis- 
trative side of his business, and to 
make regular checks on the work of 
the bookkeeper. Some internal con- 
trol can be established if the pro- 
prietor compares the revenue figures 
month by month (allowing for sea- 
sonal variations) and follows up any 
apparent discrepancies; if he balances 
the cash daily against vouchers pre- 
pared at the time of their receipt; if 
he personally supervises the prepara- 
tion and mailing of monthly state- 
ments to customers. 

It may be possible to improve office 
procedure, as by having an arrange- 
ment with the bank that all cheques 
be accepted for deposit only, by mak- 
ing all payments by cheque signed by 
the proprietor upon examination by 
him of the related vouchers, and by 
having some kind of voucher (e.g. a 
prenumbered duplicate receipt form ) 
prepared for every receipt of money. 

The question which the auditor has 
to face up to in these circumstances 
is whether, in view of the checks af- 





THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1956 


forded by his audit procedures and 
by the proprietor, he is sufficiently 
satisfied in his own mind with the ac- 
curacy of the records that he can ex- 
press an opinion with respect to them. 
Even in the absence of adequate in- 
ternal control, he may have done 
enough checking to satisfy himself. 
But if he is not satisfied, he must 
qualify his report. The qualification 
should take the form of a statement 
that because of the relatively small 
size of the business, the usual controls 
provided by one clerk checking the 
work of another are lacking and that 
it has not been possible to verify the 
figure of revenue. 

When the terms of the auditor’s en- 
gagement are that he should express 
an opinion, the use of equivocal 
language in his report (as by refer- 
ring to the balance sheet only) is an 
evasion of his duties. The balance 
sheet and income statement are so 
much inter-related that there is good 
reason for saying that one cannot ex- 
press an opinion on one of these 
statements without in fact expressing 
an opinion on the other. 


(Comments on this problem and criticisms of the editor's reply 
are invited.) 


An award of $5.00 is paid to students-in-accounts who submit questions used in this 
section, or who make any other contributions which the editor considers to be suit- 
able for publication in The Students Department. 


. A BOOK REVIEW 


- 


“Chartered . Accountant Examina- 
tions in Canada, a guide for stu- 
dents”, sponsored by the Committee 
on Education and Examinations of 
the Provincial Institutes of Chartered 
Accountants in Canada. 50 cents 


In the words of the preface this 
brochure is “designed to assist stu- 


dents in their preparation for exam- 
inations and to provide a background 
of information on Canadian account- 
ing education and examinations”. One 
might object that aid to students 
should be designed to prepare them 
for the practice of the profession 
rather than for the writing of exam- 
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inations. However, insofar as it offers 
examination help the publication “has 
been prepared not with the desire to 
aid any student with inadequate 
knowledge to pass his examinations, 
but to try to assist students in obtain- 
ing all the marks to which their 
knowledge entitles them.” 


The brochure consists of six articles, 
each contributed by a chartered ac- 
countant active in the educational ac- 
tivities of the profession, and each 
treating a different aspect of the uni- 
form intermediate and final examina- 
tions. It includes a description of the 
Committee on Education and Exam- 
inations and the Board of Examiners- 
in-Chief and of the mechanics of set- 
ting and marking examination papers; 
advice on how to obtain the maxi- 
mum benefit from the course of in- 
struction and how to prepare for the 
examinations; and discussions of ex- 
amination techniques and common 
weaknesses in students’ answers. 


Probably the most striking feature 
of the examination procedure is the 
care taken by the examiners to en- 
sure that the questions constitute a 
fair test and that students are given 
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every consideration. “Every effort is 
made by the Board to provide that 
the scope of the examination papers 
and the difficulty of the questions are 
such that the average candidate who 
has conscientiously pursued his stud- 
ies and has had adequate practical 
experience should pass the examina- 
tion without difficulty.” 

With respect to study and prepara- 
tion for examinations “your schedule 
should cater to your preferences”. It 
would be difficult to add anything 
new to the discussion of the various 
methods, though one might wish to 
alter the emphasis slightly here and 
there. 

As might be expected, most sugges- 
tions for improvement of examination 
writing techniques involve common 
sense and care, and most of the com- 
mon weaknesses in answers result 
from a lack of these qualities. 

The information and advice gather- 
ed together in this brochure constitute 
a valuable contribution to the educa- 
tional effort of the profession. It 
should be read and re-read periodi- 
cally by every student. 

J. E. Sanps, B.Com., C.A. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 


the personal views and opinions of the various contributors. 


They are designed not as 


models for submission to the examiner but rather as such discussion and explanation of 


the problem as will make its study of benefit to the student. 


presented is cordially invited. 


Discussion of solutions 


PROBLEM 1 
Intermediate Examination, October 1955 
Accounting I, Question 5 (10 marks) 
In July 1954, a fire destroyed the X Co. Ltd.’s warehouse and the raw 


materials stored therein. 


The company’s fiscal year end is the 30th June. 


This building had been purchased on Ist July 1950 at a cost of $30,000 
and depreciation thereon had been provided at the rate of 5% per annum on 
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a straight line basis. Insurance coverage on this building was $15,000. The ' 
building was appraised for insurance purposes at $25,000 on the 30th June : 
1954. 


Raw materials stored in the building cost $108,000 and had a market 
value at the date of the fire of $110,000. Salvaged materials were sold for | 
$33,000. Insurance carried on the raw materials amounted to $80,000. 


Both policies contained an 80% co-insurance clause. The insurance } 
company paid the claims in August 1954. 


Required: 
Your calculation of the net loss resulting from the fire. 


A SOLUTION 
THE X CO. LTD. 


CALCULATION OF Fire Loss, Juty 1954 
Warehouse building 














Cost, 1 July 1950 ................ -...  $ 80,000 
Less recorded depreciation at 5% per annum ee. four years 6,000 
Unamortized cost, July 1954 ...... rae $24,000 
Appraisal value for insurance purposes, 30 June 1954 gee 25,000 
80% co-insurance required .......... soa ahem 20,000 
i a a we ee 15, 000 
ee OS eee re Pre ot 25,000 
Insurance recovered: 
15/20 of loss of $25,000, limited to insurance carried 15,000 





Loss, per books ....... ne te NG nt Az Pe $ 9,000 


Raw materials inventory 
Net cost of inventory destroyed, per 


~ 











books ($108,000 — $33,000) : a $75,000 
Market value of raw materials ......................... $110,000 
80% co-insurance coverage required . FOUN aS caine ee 88,000 
a IRMCMMOD SOAINSO 9 5 655.5566 n34 4 nas sos Pe Pi ufo sect 80,000 








Actual fire loss ($110,000 — $33,000) ................... 77,000 


Insurance recovered: 
80/88 of actual loss of $77,000, 
not to exceed insurance carried ......... Eaten 70,000 


lies ar een > Fi bi oe eg ttn dant ie bon $ 5,000 
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Examiner's Comments 
The examiner reports that the most common errors were: 

1. Applying the 80% to the incorrect figure in computing the coverage under 

the co-insurance clause. 
2. Calculating the insurance recovery for raw materials as 80/88 of $75,000. 
3. In the case of the warehouse building, claiming recovery of more than 

the face value of the insurance policy. 
4. Calculating the co-insurance only, and not the loss. 

Some candidates did not submit their working papers on the calculation 

of the insurance recovery. If the answer was wrong, they could receive marks 


for their method, which might be largely correct and for which marks were 
available. 


PROBLEM 2 
Final Examination, October 1955 
Accounting I, Question 5 (25 marks) 

The management of M Co. Ltd. has asked your advice in determining 
whether or not it would be to their advantage to expand their production 
facilities. At present the company’s production is based on estimated annual 
sales of 45,000 units at $54 per unit for local consumption. 

The management is considering the following alternatives: 

(i) To expand production to meet an estimated increase in local sales 
of 25,000 units per annum through a reduction in selling price to 
$52 per unit. 

(ii) To continue at present level of production and selling price for local 
consumption but expand production to provide for the acceptance 
of a contract from a foreign company for 35,000 units per annum at 
$42.50 per unit. 

You determine that: 

(i) Unit costs of production at present level, 45,000 units per annum 


are: 
Material |. haw ein ae vean'e 
Labour .... wpavare ast sls 15 
Factory service fixed Litint PAY vale SS 8 
Factory service variable ............ a 10 


(ii) If the company were to increase its annual production to 70,000 
units or more, it could secure a quantity discount of 10% on material 
purchases. 

(iii) Labour unit costs would decrease 5% if production were increased 
to 70,000 units per annum and 6% if production were increased to 
80,000 units per annum. 

(iv) If production were increased to 70,000 units per annum the company 
would have to purchase additional buildings and machinery at a cost 
of $500,000. However, if production were increased to 80,000 units 
per annum, the cost of the additional buildings and machinery 
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would be $600,000. These additional assets would be written off over 
a 20 year period on a straight line basis. 

(v) Other costs entering into the fixed factory service expense will 
increase by $35,000 over the costs at the present level if production 
is increased to 70,000 units per annum or by $50,000 over the costs 
at the present level if production is increased to 80,000 units per 
annum. 

(vi) Factory service variable costs will decrease to $8 because of volume 
production if the level is raised to 70,000 units per annum or to 
$7.50 if the level is raised to 80,000 units per annum. 

(vii) If the company accepts the foreign contract it will have to rent addi- 
tional warehouse facilities to store goods pending shipment. It is 
estimated that the annual rental will be $12,000. 

(viii) The salesmen’s salaries and commissions at present level amount to 
$2 per unit. With the increased local sales this will decrease to 
$1.80 per unit. 

(ix) Advertising costs on present local sales amount to $1.50 per unit. 
This cost will increase to $2.25 per unit with the proposed expansion 
in local sales. 

(x) Administrative salaries and expenses are at present $45,000 a vear. 
These will increase in proportion to the expansion in production. 

(xi) To finance the additional investments in buildings and machinery 
the company will issue 4% first mortgage bonds. 


Required: 

(15 marks) (a) Comparative statement of profit and loss at the three levels 
of production, which you would prepare for presentation to 
the management. 

(4 marks) (b) The recommendations that you would make to mangement, 
together with the reasons therefore. 

(6 marks) (c) What additional considerations should management take 
into account before deciding upon their course of action? 


A SOLUTION 
(a) See page 175. 
(b) Recommendations to Management 

1. That local sales be increased to 70,000 units through reduction in 
selling price, because of the estimated increase in profit. 

2. That acceptance of the foreign contract does not indicate profits 
sufficiently greater than those available from increasing local sales 
to justify assuming the greater risks involved. 

8. While the proposal to accept the foreign contract will increase profit 
slightly more than by increasing local sales, that is, by $3,570, the 
percentage of profit to sales revenue is 3.7% for the latter proposal 
compared with 3.5% for the former. 

4. The additional working capital provided by expanding through ac- 
ceptance of the foreign contract ($128,685) is only slightly more 
than that provided by expanding local sales ($120,115). 








M CO. LTD. 
COMPARATIVE STATEMENT OF PROFIT AND Loss 





(a) 
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(c) Additional Considerations which Management Should Take into Account 
1. The expansion would increase fixed costs as follows: 


70,000 units 80,000 units 
Depreciation ... oe $ 25,000 $ 30,000 
Other fixed costs ... 35,000 50,000 
OS ee oe 20,000 24,000 
$ 80,000 $104,000 








2. Is the competitive position in the local market such that a decrease in 
selling price to $52 might be met by a competitor? If so, will the 
estimated increase in sales revenue be realized? 

8. What assurance is there that the foreign contract would be continued 
from year to year? 

4. What credit terms does the foreign company request, and is there any 
possibility of exchange restrictions being applied to a movement of 
funds? 

5. How much additional working capital would the increased production 
and sales require? 

6. If the foreign contract were accepted, a difficult situation would 
arise should there be an important increase in material and labour 
costs. 

7. On the other hand, the foreign contract might be helpful in provid- 
ing expanded facilities which would be required at a later time for 
the local market. 


*Editor’s Note: Income tax is calculated at the rates prevailing December 31, 1954: 
$4,000 plus 49% of the amount by which the amount taxable exceeds $20,000. 


Examiner's Comments 
Some candidates may have lost marks by not submitting supporting 
schedules (e.g. for cost of goods manufactured), since there was no means 
of determining whether incorrect figures were a result of arithmetical errors 
or errors of principle. Poor arithmetic on the part of some candidates result- 
ed in some quite misleading recommendations to the management. 


PROBLEM 3 
Final Examination, October 1955 
Auditing I, Question 6 (18 marks) 

Through a change in share control, CA has been appointed auditor of a 
company which was incorporated under the Companies Act (Canada) 
several years ago. The accounts of the company have been audited regularly 
since incorporation by a firm of chartered accountants. 


Required: 

State briefly what procedures CA should adopt in examining the ac- 
counts for the first year of the engagement, which would not usually be 
undertaken in the audit of succeeding years, with respect to each of the 
following balance sheet items: 





a 


SS 





— — Se nes 
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(5 marks) (a) Investment in partially owned subsidiary, at cost 


adjusted for relative share of profits and losses 
since date of acquisition ...................... $ 750,000 





(5 marks) (b) 3% serial debentures, series “A” maturing in annual 


instalments of $200,000 on 15th December 1951 


SE Tere eee ePU 8 ys SOUS ee oF te $1,400,000 
Less: redeemed to date ..................... 800,000 
$ 600,000 





(3 marks) (c) Capital surplus — appraisal increment in the value 


SN he ve ein ed rece beet cater Lee er $ 855,000 


(5 marks) (d) Capital stock— 


Authorized, issued and fully paid: 

11,500 cumulative redeemable preferred shares— 

par value $50—redeemable at $55 .............. $ 575,000 
Less: redeemed and cancelled to date—810 shares 40,500 


$534,500 


A SOLUTION 
Additional Audit Procedures for First Year 


(a) Investment in partly owned subsidiary: 


* 


2. 
3. 


Examine the minutes of the directors’ meeting at which the purchase 
was authorized. 

Examine vouchers in support of the purchase transaction. 

Examine the financial statement of the subsidiary company as of the 
time of purchase. 

Determine whether any dividends have been paid from accumulated 
surplus at the time of purchase and if so, check to see that they have 
been credited to the Investment account. 

Examine the financial statement of the subsidiary company for each 
year since the date of purchase to determine that the correct profit or 
loss has been taken up in the books of the parent company. 
Determine the treatment on the parent company’s books of dividends 
received from the subsidiary since the date of purchase. 

Analyze all entries in “Investment in subsidiary company” account 
since the date of purchase, and check the arithmetic of the account 
balance. 


(b) Serial debentures: 

Examine the borrowing by-law authorizing the issue of the debentures. 
Examine the minutes of the meetings of the board of directors and 
shareholders at which the issue was authorized. 

Examine the trust indenture or mortgage indenture, if applicable. 
Examine vouchers evidencing the sale of the debentures to the bond 


1. 


2. 


3. 
4. 
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dealer. Check the treatment of bond discount, if any, on the 
accounts. 

Ascertain whether the terms of issue impose any restrictions on the 
use of company funds and, if so, whether these restrictions have 
been observed. 

Examine payment vouchers in support of redemptions of bonds to 
date. Ascertain that these redemptions are in accordance with the 
terms of the trust deed. 

Verify the cancelled bonds. 

Analyse all entries to date in “Debentures payable” account and 
check the arithmetic of the account balance. 

Examine vouchers to establish the payment of all bond interest to 
date, and determine that no bond interest is in arrears. 


(c) Appraisal increment (buildings): 


1. Examine the appraiser's certificate showing the appraised building 
cost. 

2. Check the book entry recording the appraisal increase. 

8. Examine the minutes of the board of directors meeting at which 
the recording of the appraisal increase was authorized. 

4. Analyze all entries in “Capital surplus” account to date. 

5. Determine whether depreciation recorded on the accounts is based 
on original cost or on the appraised figure. 

(d) Capital stock preferred: 

1. Examine the letters patent or supplementary letters patent author- 
izing the issue of these shares. 

2. Examine the minutes of the meetings of the board of directors author- 
izing the issue and terms of redemption. 

3. Examine the details of the share register since the date of issue and 
ascertain that this record is properly written up and in balance with 
the total shares outstanding. 

4. Ascertain that proper entries have been set up to record capital 
surplus equal to the shares redeemed to date, in accordance with 
section 61 of the Companies Act (Canada). 

5. Ascertain that the income tax on premium on redemption has been 
paid, if applicable. 

6. Inspect the cancelled share certificates. 

7. Examine the records to determine that all cumulative dividends 


are paid. 


Examiner's Comments 


Many candidates failed to mention the procedure of analyzing entries 
in the general ledger accounts affected. Other points frequently missed were: 
(i) checking to ascertain whether dividends had been paid from surplus 
prior to acquisition, in part (a); (ii) examining vouchers on the sale of the 
debentures to the bond dealer in part (b); and (iii) checking the tax on 
premium on redemption of preferred shares in part (d). Some candidates did 
not consider it necessary to verify figures obtained from the previous auditor’s 


working papers. 

















Sc 
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C.1.C.A. Research Bulletin No. 12 


(Superseding Bulletin No. 3) 


AUGUST 1956 


LOSS-CARRY-OVER TAX CREDITS 


Bulletin No. 3, which was issued in 
June 1948, considered the accounting 
aspects of the loss-carry-over provi- 
sions of the Income War Tax Act and 
other adjustments affecting income 
taxes of previous years, as well as the 
problems of renegotiation of war con- 
tracts and refundable portions of ex- 
cess profits taxes. 

The present bulletin is issued to 
supersede Bulletin No. 3, because 
certain post-war circumstances with 
which that bulletin was concerned 
have come to an end, and the prob- 
lem of tax allocation has grown in 
importance. Now, also, increased em- 
phasis is placed on the statement of 
profit and loss and in particular on 
the figure of net profit for the year. 
The importance of a fair representa- 
tion of net profit for the year is re- 
flected in the view that the annual 
reports to shareholders should be ac- 
ceptable as a basis for the report on 
earnings in a prospectus, subject only 
to a minimum of adjustment required 
to present fairly the earnings of the 
company for the period covered by 
the report. 


Loss-Carry-Over Adjustments 


Canadian tax law has made pro- 
vision for loss-carry-over deductions 


since the taxation year 1943. The 
present Income Tax Act provides that, 
under specified conditions, the income 
for any taxation year may be reduced 
by business losses incurred in the five 
years immediately preceding and the 
year immediately following the tax- 
ation year. 

For accounting purposes tax adjust- 
ments for losses carried forward 
should be distinguished from adjust- 
ments in respect of losses carried 
back. The principle of allocation of 
income taxes has been recognized in 
Bulletin No. 10, and the committee 
recommends that that principle be ap- 
plied in accounting for such tax ad- 
justments in the manner described 
below. 


Loss-Carry-Back Credits 

In a year of loss when part or all 
of the loss may be carried back to ef- 
fect a tax recovery of significant am- 
ount, the loss before tax adjustment 
should be disclosed. Since the loss 
gives rise to the tax adjustment, the 
tax recovery may properly be brought 
into account in arriving at the net loss 
for the year. 


Loss-Carry-Forward Credits 
The tax reduction resulting from a 
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loss carried forward will be accounted 
for in the subsequent year of profit; 
anticipation of a tax reduction by 
bringing it into account in the year 
of loss is unwarranted in view of the 
uncertainty as to future profits. 

As already stated, the committee 
attaches considerable importance to 
the amount shown as net profit for 
the year. Accordingly, if the tax re- 
duction is material, the committee 
prefers that the amount charged for 
income taxes be the amount that 
would be chargeable if no loss-carry- 
forward credit were available. The 
tax reduction resulting from the de- 
duction of the loss of a prior year may 
be brought into account after arriv- 
ing at net profit for the year or as an 
adjustment in the statement of earned 


surplus. 
The committee accepts the view, 
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however, that the net profit for the 
year may be reported as the amount 
determined after charging as income 
taxes the amount actually payable in 
respect of taxable income for the 
year, provided the effect of the re- 
duction of taxes on the net profit for 
the year is set out in an explanatory 
note in the financial statements. 


Prospectuses 

In a report on earnings in a pros- 
pectus the provisions for income taxes 
as they would be but for the loss- 
carry-over credits should be deducted 
from the profits to which they relate, 
and the tax reductions arising from 
the application of loss-carry-over pro- 
visions should be deducted from the 
losses which gave rise to such reduc- 
tions. 


Bulletin No. 12 has received the unanimous approval of the Committee 
on Accounting and Auditing Research of the Canadian Institute of Chartered 
Accountants. The committee is composed of the following: 


H. P. HERINGTON, Chairman 


ROLAND LEVESQUE 
W. J. McDOUGALL 
G. G. RICHARDSON 
A. P. SMIBERT 

F. J. TIBBS 

CECIL USHER 


J. A. WILSON 
L. G. MACPHERSON, Research Director 
E. M. HOWARTH, Secretary 








NEWS OF OUR MEMBERS 





Alberta 

Fred A. Rutherford, C.A. has been ap- 
pointed an assistant comptroller of Cana- 
dian Pacific Railway, Calgary. 


British Columbia 

Munn, Richards, Yeoman & Bonham, 
Chartered Accountants, announce the re- 
moval of their office to 751 Granville St., 
Vancouver, with William L. Bonham, C.A. 
as resident partner. 


Manitoba 

G. J. “Gabe” Forest, C.A. has been ap- 
pointed executive accountant of Forest Con- 
struction Ltd., Edmonton. 

Clarkson, Gordon & Co., Chartered Ac- 
countants, 400 Nanton Bldg., Winnipeg an- 
nounce the admission to partnership of Wil- 
liam E. Shields, C.A. 


New Brunswick 

Hudson, McMackin & Co., Chartered Ac- 
countants, and H. F. Richards, C.A. an- 
nounce the merging of their practices in 
Fredericton. The combined practices will 
be carried on in the name of Hudson, Mc- 
Mackin & Co., with offices in the Clark 
Bldg., 123 York St., Fredericton. The resi- 
dent partner will be Mr. Richards. 

Reevey, Blackmore, Burnham, Laws & 
Page, Chartered Accountants, announce the 
opening of an office on Pleasant St., New- 
castle. 


Nova Scotia 


Stuart A. Kenney, C.A. announces the re- 
moval of his office to 128 Roy Bldg., Hali- 
fax. 


Ontario 

Norman A. McKellar, C.A. has been ap- 
pointed comptroller of Drug Trading Co. 
Ltd., Toronto. 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, Toronto, announce the ad- 
mission to partnership of John W. Bennett, 
C.A., and E. C. Wilburn, C.A. 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, and Macdonald & Healey, 
Chartered Accountants, announce the merg- 
ing of their practices at Windsor. 

D. L. Storey, C.A. has been appointed 
comptroller of The Cooksville Co. Ltd., 
Toronto. 

Donald B. Robb, C.A. has been appoint- 
ed chief accountant of the Board of Edu- 
cation for the township of North York, 
Willowdale. 

M. A. Hassal, C.A. announces the re- 
moval of his office to 62 Castlefield Dr., 
Hamilton. 

Bernard C. Kurtz & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 448, 12 Richmond St. E., 
Toronto. 

Sol Layton, C.A. announces that he will 
carry on practice under his own name at 
Ste. D 7, 3270 Bathurst St., Toronto. 


Quebec 

M. Jean Mignault, c.a. annonce l’ouver- 
ture de son bureau a 81 rue St-Pierre, 
Québec. 

Messrs. O. Reinhart, C.A. and M. Steine, 
C.A. announce the formation of a partner- 
ship for the practice of their profession and 
the admission as partners of Messrs. H. 
Rosenzveig, C.A. and A. I. Wexler, C.A. 
under the firm name of Reinhart, Steine, 
Rosenzveig & Wexler, Chartered Account- 
ants, with offices at 501-502 Mayor Bldg., 
1449 St. Alexander St., Montreal. 

F. Norman Wilson, C.A., a vice-president 
of Pepsi-Cola Montreal, has been elected to 
the board of directors. 
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Ontario Institute First Annual 
Conference 

Queen’s University, Kingston, was 
the scene of the first annual two-day 
conference of the Institute of Chart- 
ered Accountants of Ontario held on 
June 18 and 19, 1956. More than 
200 members registered, and guests 
included officers and officials of the 
C.I.C.A. and members of the Institute 
of Chartered Accountants of Quebec. 


The annual general meeting of 
members on Monday afternoon, June 
18, was preceded by two technical 
sessions at which T. C. Kinnear, 
F.C.A. presented a paper on staff re- 
cruitment and training and D. A. 
Ampleford, F.C.A. discussed relation- 
ships with other accounting bodies. 
An informal reception followed the 
business meetings and Dr. W. A. 
Mackintosh, vice-chancellor and prin- 
cipal of the university, was the guest 
speaker at the opening day dinner 
when the new Executive were pre- 
sented to the members. Dr. Mackin- 
tosh’s address dealt with Canada’s 
economic position, her shortage of 
human resources and the qualifica- 
tions required of those facing the 
growing complexities of our economic 
growth. 

He said, in part: 

“Nothing is clearer than that as 
business and industrial organization 
becomes more complex and as the 
number of interested parties to busi- 
ness operations increase, the import- 
ance of the accountant is enhanced 
and the scope of his activities is 


greatly enlarged. It is not, of course, 
merely that there is more accounting 
to be done. It is also that practice 
throws up more complex problems re- 
quiring, in many cases, fundamental 
solution and likely to increase the 
professional and independent status 
of the accountant as well as expand- 
ing his activities. Many professions 
and occupations are being forced 
these days to look at the facts and 
prospects of Canadian economic ex- 
pansion and attempt to determine 
what enlarged place they will have 
in it. There is scarcely a profession 
for which the new Canada will not 
have a larger place and more inter- 
esting and more exacting require- 
ments. Certainly the accounting pro- 
fession will feel the impact of the ex- 
pansion more than most. 


“One thing that interests all of us 
these days in Canadian expansion is 
the great northern and north-western 
development which is pushing back 
the familiar frontier by many hun- 
dreds of miles. Active northern de- 
velopment is based on heavily cap- 
italized projects which can bring the 
great apparatus of modern industry to 
bear on physical resources, can de- 
velop sufficiently concentrated pro- 
duction to justify transportation in- 
vestment and can provide a popula- 
tion with the minimum social ameni- 
ties. Whatever there may be, which 
in fifty years is termed characteristic- 
ally Canadian, will be influenced and 
marked by this development. 


“There are many other aspects of 
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Members from London 
L to R (back): L. F. Stevens, 
G. <A. MacDougall, R. A. 
Knighton. 
(front): J. F. Robinson, J. A. 
Phillips, T. E. Donnelly, F. L. 
Norwood. 


Hamilton Members 
L to R (back): J. S. Grant, R. 
S. Smith, L. C. Crawford, D. 
W. Burley. 
(front): R. B. Taylor, A. W. 
Smith, C. K. MacGillivray, J. 
G. Brown. 
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J. R. M. Wilson, newly elected 
president of the Ontario Insti- 
tute (second from left), chats 
with W. G. Leonard, confer- 
ence co-convenor, W. M. Brace, 
immediate past president, and 
W. L. McDonald, conference 
co-convenor. 























Kingston Group 
L to R (back): L. Macpherson, 
W. G. Leonard, B. I. England, 
V. Davies. 

(centre): E. C. Matthews, B. 
Galvin, B. W. Matthews, J. 
Fairfield, H. L. Millman. 
(front): A. J. Saunders, K. C. 
Buckingham, J. A. Partridge, 
R. G. H. Smails, W. N. Smith. 
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our rapidly changing country and 
many awkward problems that will 
confront us. ,The most critical of all 
which will affect our course in the 
next ten or twenty years is the severe 
and hampering shortage of human 
resources. The trained, skilled, ex- 
perienced and wise persons are going 
to be especially few. It is obvious 
that universities must do everything 
in their power to enlarge their output 
of competent graduates, but there is 
an equally clear obligation on indus- 
try and the professions. They must 
use with the utmost thrift and fore- 
sight the trained and capable talent 
which they acquire. All who employ 
competent university graduates have 
an obligation to use them for the 
highest tasks they can master. 

“There is no aspect of the great 
growth and widening influence of 
this country which is of greater inter- 
est to us here than the gratifying de- 
velopment of the accounting profes- 
sion. As the accountant’s business ex- 
perience widens and if his sights are 
raised he sees the country as a whole. 
Breadth of experience adds judgment 
and wisdom to mere skill and knowl- 
edge and nothing tests the human re- 
sources of a country as does prosper- 
ity. Nothing tests so severely the 
standards of a profession. In the 
period ahead in which Canadian 
prospects appear so promising, tech- 
nical knowledge, scholarship, scien- 
tific training and professional stand- 
ards will rank high. But the rarest 
and most decisive will be imagina- 
tion, judgment, courage and integ- 
rity.” 


At two concurrent sessions on 


Tuesday morning, June 19, the prob- 
lems of public practice and matters 
of particular interest to members in 
industry were thoroughly explored. 
Aspects of the Income Tax Act was 
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the topic for a technical session on 
Tuesday afternoon when W. M. 
Brace, F.C.A., presided, and the guest 
speaker was H. H. Stikeman, Q.C. of 
Montrea! 


J. R. M. Wilson was elected presi- 
dent for the year 1956-57 at the busi- 
ness session following the annual 
meeting. Other officers elected were: 
vice-presidents, W. I. Hetherington, 
Toronto and M. A. Bradshaw, To- 
ronto; secretary, J. G. Brown, Kit- 
chener; treasurer, R. B. Dale-Harris, 
Toronto. 


The general consensus was that the 
conference was so successful that it 
might well take a definite place in the 
calendar of the Institute’s professional 
year. 


C.1.C.A. Conference — Ontario members 
planning to attend the conference are in- 
vited to notify the Institute office if they 
are interested in taking advantage of a 
special group return air rate being offered 
by T.C.A. for the round trip Toronto- 
Halifax. A group of at least 10 is needed 
on the flight out to Halifax and on this 
flight all would require to travel by the 
same aircraft. However, the return flight 
may be made at individual convenience. 
Please advise the Institute as soon as pos- 
sible if you wish to join the group. The 
saving is 12%% of the regular first class 
round-trip rate. 


ONTARIO STUDENTS’ NOTES 
Primary Solutions — The Association has 
now published suggested solutions to the 
1955 primary examinations. This year for 
the first time the solutions include those for 
the primary law examination. Copies are 
available through the Institute office at 25c. 
Softball — The Toronto League concluded 
in early July with the play-off between 
Glendinning, Jarrett & Campbell and Neff, 
Robertson & Stone. Glendinning, Jarrett & 
Campbell continued to monopolize the lea- 
gue and won the championship in two 
straight games over Neff, Robertson and 
Stone. 


ee 
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INSTITUTE NOTES 


Study Groups — The Association will again 
this year be arranging pre-examination dis- 
cussion groups. The intermediate and final 
groups, which will be along the same lines 
as in previous years, will be held between 
September 10 and October 3. The primary 
groups, however, will be extended this year 
to act more as a review by instructors of 
difficult points in the first year course. They 
will cover accounting, auditing and, for the 
first time, law. There will be a total of six 
lectures and primary students will have an 
opportunity shortly to indicate whether 
they wish to participate. There will be a 
small fee charged in order to make the 
primary lecture series self-supporting. 


ALBERTA INSTITUTE ELECTS 
FELLOWS 


Seven chartered accountants were award- 
ed Fellowships “for conspicuous service” at 
the one-day annual meeting of the Alberta 
Institute held in Edmonton on June 22. 
They are John M. Tweddle, John D. Camp- 
bell, Colin P. Mackintosh, David A. Ross, 
Einar M. Gunderson, Thomas Humphries 
and W. Gordon Skinner. 


J. P. McClary was elected president of 
the Institute for the coming year. Other 
officers elected were: vice-presidents, C. A. 
Richards and J. G. Simonton; secretary, G. 
E. Gee; treasurer, H. G. Thomson; execu- 
tive members, R. E. Waller, J. A. Williams 
and J. R. Hardie. Immediate past presi- 
dent is W. H. Nield. 


NEW BRUNSWICK ANNUAL MEETING 


J. Avard Marven was elected president of 
the New Brunswick Institute at a meeting 
on June 15. He succeeds F. P. Blackmore. 
Also named were: T. J. Hammett, vice- 
president; A. L. Barkhouse,  secretary- 
treasurer; I. E. Millie, J. N. Burnham G. K. 
McKenzie and E. W. Thompson, council 
members. 

Following the meeting members partici- 
pated in a golf tournament at the Monc- 
ton Golf and Country Club. 


P.E.I. ELECTS OFFICERS 


The 36th annual meeting of the Prince 
Edward Island Institute took place in 
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Charlottetown on May 18. The following 
officers were elected: president, L. M. Rob- 
inson; vice-president, K. T. N. Lapp; sec- 
retary-treasurer, H. C. Williams; student 
registrar, A. J. Garrett; council members, G. 
D. Dennis, H. R. Hennessey, T. E. Hickey, 
J. R. Leard, R. W. Manning, W. E. Massey, 
A. N. MacNeill. 


SASKATCHEWAN MEETING AT 
WASKESIEU 


More than 100 members and ladies at- 
tended the annual convention of the Sas- 
katchewan Institute held at Waskesieu Park 
on Friday and Saturday, June 22-23. On 
Friday the program featured a panel discus- 
sion led by R. L. Bamford. Topics dis- 
cussed were student training, office man- 
agement and problems of income tax filing. 


On Saturday new officers were chosen for 
the coming year. They are: president, Ian 
Forbes; vice-president, R. Hodsman, secre- 
tary, T. H. Moffet; councillors, R. M. Dill, 
G. E. M. Harris, R. G. McCartney, C. A. 
Fraser, L. E. Fingarson, M. V. Jeffery. Past 
president is W. H. Cook. The convention 
came to a close on Saturday afternoon with 
a mixed golf tournament. 


SASKATOON C.A. ASSOCIATION 


The Saskatoon Chartered Accountants 
Association held its final meeting of the 
season on June 1 and elected the following 
officers for 1956-57: president, R. I. Dun- 
lop; vice-president, G. F. Cameron; past 
president, Miss Verna Smith; executive 
member, C. J. Kirkpatrick; secretary-treas- 
urer, V. D. Hamilton. 


NOVA SCOTIA MEETING 


The annual meeting of the Nova Scotia 
Institute was held on June 25 at the Nova 
Scotian Hotel. Preceding the meeting was 
a dinner at which the guest speaker was 
Gerald E. Martin, C.I.C.A. president. 

Officers elected for the coming year are: 
G. A. Finlay, president; H. E. Crosby, vice- 
president; W. A. Stech, secretary-treasurer; 
Council members are D. F. C. Burton, A. 
I. Barrow, Prof. W. Berman, R. H. Busche, 
B. S. Creighton, W. J. F. Hanright, A. W. 
W. Linton, G. M. Murray, L. E. Peverill, 
H. E. Spencer and W. A. Stech. 





OBITUARIES 





Arthur Mason 

The Institute of Chartered Accountants 
of Saskatchewan announces with regret the 
death of Arthur Mason. Mr. Mason, a vet- 
eran of World War I, was admitted to the 
Institute in 1921. After living in Winnipeg 
for a number of years, he subsequently 
moved to British Columbia. 

To his widow the members of the In- 
stitute extend their deepest sympathy. 


William M. Hurley 

The Institute of Chartered Accountants 
of Manitoba announces with regret the 
death of William M. Hurley, C.A. of Win- 
nipeg on February 28, 1956. 

Mr. Hurley was admitted to membership 
in The Institute of Chartered Accountants 
of Saskatchewan in 1909 and was made a 
Fellow in 1917. He served with the armed 
forces in the First World War and was dis- 
charged with the rank of captain. 

Mr. Hurley came to Winnipeg in 1919. 
In 1921 he was admitted to membership 
in the Manitoba Institute and founded the 
firm of William M. Hurley & Co., Chartered 
Accountants, Winnipeg. He continued as 
senior partner of that firm until his death. 

To his wife and family, the members of 
the Institute extend their sincere sympathy. 


Hyman W. Gillman 
The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death of Hyman W. Gillman on June 4, 
1956. 





Mr. Gillman was born on July 5, 1920 and 
was admitted to the Institute of Chartered 
Accountants of Quebec in March 1947 af- 
ter passing the final examination in 1946. 
He served as a student in the offices of 
Weinstein, Pomerlain & Co., and Goldberg 
& Messer. At the time of his death, Mr. 
Gillman was employed by the Department 
of National Revenue, Excise Tax Audit 
Branch, in Montreal. 

The Council and members of the Insti- 
tute extend their most sincere sympathy to 
his widow and family. 


Horace Charles Middleton 

The Institute of Chartered Accountants 
of Ontario announces with regret the death 
of Horace Charles Middleton, 35, on June 
26, 1956. 

Mr. Middleton was born in Burlington, 
Ontario and had lived in Dundas, Ontario 
for tho past 22 years. As a student he 
trained with Chagnon, MacGillivray, Ham- 
ilton, and became a member of the Insti- 
tute in February, 1948. He subsequently 
was employed with other practising firms 
and in June 1955 joined the Department of 
National Revenue, Income Tax Division in 
Hamilton. He was a member of St. James 
Anglican Church, Dundas and the Dundas 
Golf and Country Club. 


Mr. Middleton is survived by his mother 
and four sisters to whom the members of 
the Institute extend their sincere sympathy. 











SWEETNESS 
AND LiGHt | 
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A few years ago the American hu- 
mourist Elbert Hubbard defined the 
nature of an auditor in terms as hid- 
eous as any ever found in the English 
language. For some strange reason 
several requests have recently been 
made to have this definition reprinted 
in this journal. So here it is: 

“The typical auditor is a man 
past middle age, spare, wrinkled, 
intelligent, cold, passive, non-com- 
mittal, with eyes like a codfish, po- 
lite in contact, but at the same 
time unresponsive, calm and damn- 
ably composed as a concrete post 
or a plaster of paris cast; a human 
petrification with a heart of feld- 
spar and without charm of the 
friendly germ; minus bowels, pas- 
sion or a sense of humour. Hap- 
pily, they never reproduce and all 
of them finally go to Hell.” 
Perhaps there is a streak of maso- 

chism in auditors which makes them 
delight in torturing their egos with 
this kind of stuff. More probably, 
they like to toss it into the middle of 
a conversation or speech in the hopes 
that their listeners will react by mak- 
ing such enheartening sounds as 
“Bunk”, “Phooey”, or “The guy who 
said that needs his head read.” 

It is not easy to submit a definition 
like this to the cold light of facts. 
Take the final clause of the last sent- 
ence, for example. It is spoken with 
such certainty that one is forced to 
conclude the author must be quite an 
authority on the region mentioned, 
though of course none of the readers 


of this journal would know anything 
about the place! 

As to the second last qualification, 
however, some research has been 
done. Somewhere in the Ottawa Val- 
ley a case study was recently made 
of the auditor’s courting manners and 
why they do not always pave the way 
for the joys of wedlock. Though the 
identity of the principal subjects and 
the observer cannot be disclosed, the 
firm of Donnelly and MacKillican, 
Renfrew, Ontario, were able to obtain 
the history of the case, and writing 
under the pseudonym “Anonymous” 
their Celtic geniuses were inspired to 
compose the following poem: 


The Auditor's Courting 

No tender expression would come to his 
lips; 

He bought her no flowers, no fish and no 
chips. 

“The Bank Rate’s unchanged, dear,” he’d 
musingly murmur, 

“Uranium’s weaker, Industrial’s firmer”. 

He told her of beautiful balances struck, 

Of passbooks, and ledgers and similar muck. 

But she thought: “Well, really! If this is 
wooing, 

Honest to goodness, there’s not a lot doing. 

Where is the billing, and where the coo- 
ing”? 

Then plucking a daisy that grew by some 
nettles, 

She slowly began detaching its petals. 

“Excuse me, my dear,” said our gallant 
oF. 

“This, you will find, is a much better way. 

To solve the problem you're wishing to 
settle, 

Remove from the flower each separate petal. 

Having done that, the next thing to do 

Is add up the lot and divide by two. 

Should none remain, it goes to show 

That the total is even, the answer No. 

One over will mean that the number is 
Odd nc 


The maiden (who'd blame her?) rejected 
the clod. JEAN VALE 
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CLASSIFIED ADVERTISEMENTS 


Rates: 


Positions wanted, $7.00 per column inch; Positions offered, 


$10.00 per column inch; Open rate, $17.00 per column inch. 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





CHARTERED ACCOUNTANT wanted for 
practice in Saskatchewan with a view to 
partnership 

or 
Senior who is writing final this year. Part- 
nership prospects on qualification. Replies 
to Box 587. 


CHARTERED ACCOUNTANT, with estab- 
lished practice in Toronto, invites inquiries 
from out-of-town firms requiring or con- 
templating Toronto representation. Reply 
in strict confidence. Box 585. 


CHARTERED ACCOUNTANT or fully ex- 
perienced man required as controller of a 
Western Ontario automotive parts manufac- 
turer. Knowledge of standard costs and 
budgets is essential. Total costs of group 
insurance, hospital, doctors, sickness and 
accident paid for by the company. Reply 
giving full particulars including remunera- 
tion expected. Box 584. 





MANUFACTURING FIRM with headquar- 
ters in the Eastern Townships of Quebec 
requires young chartered accountant for 
development in the firm. Some experience 
desirable but not necessary. Please give de- 
tails of age, experience and education. Box 
578. 





CORRESPONDENCE is invited from 
persons holding a university degree and a 
C.A. degree for a position on the faculty 
of the School of Commerce, University of 
British Columbia. Salary and status will 
depend on previous experience. Address 
all correspondence to the Director of the 
School of Commerce. 








CALGARY OFFICE of a firm of chartered 
accountants requires junior and/or inter- 
mediate students. Opportunity for students 
wishing to relocate and participate in fu- 
ture growth of Alberta. Please give full in- 
formation in reply which should be ad- 
dressed to Box 580. 





CHIEF ACCOUNTANT: Montreal Engin- 
eering Company Limited requires a chief 
accountant for a client utility company sit- 
uated in Maracaibo, Venezuela. 

The successful applicant would be a chart- 
ered accountant or commerce graduate be- 
tween 30 and 40 years of age with experi- 
ence in all phases of accounting, preferably 
with an utility company. He would also 
have had administrative experience and be 
capable of supervising an accounting de- 
partment. 

Ability to speak Spanish would be a definite 
asset but is not essential in the beginning. 
Starting salary will be based on qualifica- 
tions and experience and can be discussed 
along with other conditions of employment 
at a personal interview. 

Write Mr. M. F. Reed at 244 St. James 
Street West, Montreal 1, Quebec. Please 
forward a complete resumé of qualifica- 
tions and experience. 


CHARTERED ACCOUNTANT required of 
partnership calibre for expanding business 
in Niagara Peninsula. Also require stu- 
dents. Applicants please submit complete 
summary of qualifications and experience, 
together with full personal details to Box 
586. Our staff has been advised. 


STUDENTS: Chartered accountants require 
first year and intermediate students. For 
appointment call William Eisenberg and 
Company, Empire 3-6304 Toronto. 
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ACCOUNTANT OR SENIOR STUDENT INTERMEDIATE AND PRIMARY STU- 
capable of supervising audit staff required DENTS required by Sharp, Milne & Cu., 
by Western Ontario firm of chartered ac- Rm. 902, 80 Richmond St. W., Toronto. 
countants. Apply in writing giving full de- Empire 6-1196. 

tails of age, education, experience and sale 
ary requirements, also snapshot, to Box (CHARTERED ACCOUNTANT: Recent 
588. graduate required by Toronto firm of chart- 
ee = =—ered accountants for branch office in On- 
WANTED: Young C.A. graduate or final tario town. Experience with small or 
year student to assist with public practice medium-sized firm an advantage. Position 
in Port Arthur-Fort William area. Partner- will lead to management and partnership. 
ship available to proper party in due course. Reply stating salary, age, experience, etc. 
Apply Box 590. to Box 589. 





Bank Blank, per 100 ........ $2.00 


Imprinted (minimum 
| a $18.50 


Confirmation | , _ : 


ordered at same time $3.50 


F Oorms Postage or Express Collect 


THE CANADIAN INSTITUTE OF SHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 





LIFE INSURANCE 





SOL EISEN 
DEFERRED EXECUTIVE COMPENSATION PLANS 
PENSION CONSULTANT INSURANCE COUNSELLOR BUSINESS INSURANCE 


Since 1936 specializing in employer-employee benefit and pension plans. 
THE CANADA LIFE ASSURANCE COMPANY, 3830 UNIVERSITY AVE., TORONTO 
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The Canadian Institute of 








Chartered Accountants | 


Brochures 

Auditing Procedures, by Dell and Wilson ............ ovsos 

Stockbrokers’ Accounts .............. Ba alah AS) Bla 25 

Chartered Accountant Examinations in Canada ................. 50 \ 
| 


Examination Papers 
ROSS, Intermediate end Final ........ 2.0... sc sense cc cece .35 each 
1952, 1953, 1954, 1955 Intermediate and Final ......... .50 each 


Examination Solutions 
1949, 1950, 1951, 1952, 1953, 1954 (solutions only) ......... .50 each 


eebestiienmieste 


Accounting and Auditing Research Bulletins 
(available in English and French) 


No. 1 A Statement of Standards of Disclosure in Annual Financial 
Statements of Manufacturing and Mercantile Companies .._ .15 
No. 2 A Statement of the Minimum Standards of Professional Prac- 


tice which Should Apply in respect of Prospectuses ...... 15 
No. 3 Superseded by Bulletin No. 12 | 
No. 4 Accounting for Bad Debt Losses ....................... 35 
No. 5 The Meaning of the Term “Cost” as Applied to Inventory 
UMN e ch Ren BN ety i wh ye eee 15 | 
Pe Eos oe ieee eta 
No. 7 The Auditor’s Responsibility for the Validity of the Inven- ! 
Se NI Ao 2 rs ie ta iota le ER Sate ess 6a ere BRE See 15 
No. 8 “Sdelermil” Theorecistien «ww. cece ec baeee 1S 
‘ow -* No. 9 The Use of the Term “Reserve” and Accounting for Reserves .15 
No. 10 Depreciation, Capital Cost Allowances and Income Taxes .._ .15 
se Ce re Oe ice ot Re a SS bin elena 15 
No. 12 Loss-Carry-Over Tax Credits ......................... 5 
Binding Folder for Research Bulletins .......................... 15 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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PROFESSIONAL CARDS 





MACLEOD, RILEY, McDERMID, DIXON & BURNS 


Barristers & Solicitors 


62 Hollinsworth Building : . - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 


PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 

Roy Building - - - . Halifax, N.S. 
ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 
25 King Street West - - -  - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 
Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 
Suite 1207, 320 Bay Street - - - - Toronto 1, Ont. 
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OSLER, HOSKIN & HARCOURT 
Barristers and Solicitors 


The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


LEMAY & ROSS 
Barristers and Solicitors 


182 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 
Barristers and Solicitors 
Royal Bank Building - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - 5s 2 Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


Bank of Montreal Building, 35 Palace Hill - "= Quebec, P.O. 
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Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 
NM. P.Hofstetter 
LIMITED 
265 DAVENPORT RD., TORONTO 


World Famous 





Downtown Library, 

Business & Commerce Division, 
121 Gratoit Ave., 

Detroit, Mich. U. S. A. 


Did her first prides ona 
MARCHANT calculator at 10 a.m.... 
running it like an old hand by noon 


No wonder the office nianager is happy. He’s ne . O 
found that anyone—with brief instruction—can <5 re loner 
turn out fast, accurate figurework with a : 
MARCHANT calculator. 

% Call the local MARCHANT MAN. He'll 

be happy to show—by a time-test run on 

your own figurework—that for simplicity 

of operation...for guaranteed 

accuracy...for time saving... 


Any way you figure—IT'S MARCHANT! 


MARCHANT sean. 


3 Find ovt how a MARCHANT calculator will help cut your 
figurework costs and lighten your figuring burden. Mail i 
} this coupon with your business letterhead for free... &? { 
i Index to Modern Figuring by Marchant Methods. . . 1) § 
i Descriptive literature on Marchant Calculators . . o a 


MARCHANT CALCULATORS, LTD., Toronto 2B, Cassie 








